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Hon. Lioyd H. Jood, Chairmsn, 
Committee on Continuation of the Tax 
Joint State’ Government Commission, 
Commonwealth of Ponnaylven ia, 

State Capitol, 

Herrisburg, Pennsylvyaia. 


Dear Mr, dood: 


As Chairman of the Tox Advisory Committee, it eives me great satisfaction 
and pleasure to. “proaent to you herewith that Coumittos's report and recommeniations 
on the reorganization of the tax structure of tha Comnonwealth of Pennsylvrmia and 


its political aubdivisions. 


More than a yorr ago the Tax Advisory Commlites was organized es a Citizens 
Commttee, through the auspices of the Pennsylventa seonomy League and the Pennsyl- 
vania State Chamber cf Commerce, to lend all possible assiatence to your Comittes 
on the Continuetion of Tax Study in the iapletion of its assignment from the Joint 
state ine YeenteRe Commission and the General ABE GRULY to produce end recommend a mare 
equitable and certsient tox structure for the Commonwealth. Shortly after ite 
organization, as you will recall, the Tex Advisory Committss, ‘ecmposed of fifteen of 
the outstanding tar exferts of the rena ihe, was constituted by resolution of the 
Committee on Continuation of Tax Study es a citizens’ advisory committee to the Com-= 
mission. . | . 7 

Consequently, the Tax Advisory Comittee, scting eas an indepsndent, non- 
political, and noneperti san citizens’ committee, has ees to perform the task 
assigned to it, free of all dias or prejudice, and to produce such a report and 
recommendationa aa would give the maximum bonefit to the Commohwealth, its political 
- gubdivisions, and its citizens. The report hes en prepered and ell recommendations 
resolved on this basis without interference or control. by any orgenization or group 
within the state. It constitutes the best objective and independent judgment of the 


members of the Tax Advisory Comattea and of the various subcommittess associated 


with it in the undertaking. 





sary tO call upon more than 200 indivicuais, axpe ‘Jenced in the problems of t 
end fiscal policy, to assist the Advisory Committee in its effort:. 
included specialists in ysrious fialds of taxation, businessman, present and forma 
administrative officiels of the verious dspartments of the Commonwealth, meny from 
legel end accounting professions, qs well as ‘the technicsl research staffs of the 
Penneylvania Economy League and the Pennsylvania State Chamber of Commarce . 

The Tex Advisory Committee 1e dseply indebted to the aid received from 
these individuals, without whose holp the worl of the Comnittee would not have been 
possible. However, the Tax Advisory Committee essumed and must continue to as sume 
call responsibility for all final conclusions and recommeniations as to matters of 
policy, as well as for any errors that may eppear, in ths report. 


so crgmized that esch field of taxat ion ‘ 


« 
es 
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The work of thse Comnittee wa 
initially seadied by a piicertesa, None by a monbor of the Tax Advieory Committce, 
and all subcommittees reports were reviewed by a coordinating group, so that the final 
recommend ations of the Comittee rould reflect the cd judgement, not only of 
the subcommittees, but also of the Tax Advisory Committees es a whole, and thus assure 
uneelfish end disinterestsd, eas wat es non-political, points of view, It is of 
special satisfsection to me thet there was no minority report by any member of the 
Cormittee. 

It will, of course, be sho responsibility of your Committee and the Toint 
State Government Commission to appraise the value of the report and make such ues of 
4ts recommendations as your Commission may see fit. 

The members of the Tax Ad Aa visory Comittee desire no credit for themselves 


t 


and no publicity whatsoever hes been sought ar connected with their activities in the 
development of the report. Honever, we do not lock upon the result of our labors as 
"just another report". we strongly feel thet the efforts of this lerge citizens’ 


committee deserve the mst careful consideration of every member of your Committee, 
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The wer has brought into being a 4 fast-changing worid, 
surely leave our country end tha Commomealth with problems of unprecsdented corm 


plications and seriousnese. To meet and colre thess problems will require the combi: 


genius and thinking of the best minds available to the Conmonwealt th, regerdlssa of 
political affiliations. Any ainaees of citiams, Menagerent, labor, and agricuiture 
must iisaates ane ronier such assistance as they cam, according £0 their ability, 
and all other groups, who heve the best interests of the people of the Commonwealth 
at heart, must likewiee participate in the solution of theese problems, underlying which 
is the problem of taxation and revenuss for the Cormmomvealth and its politicel sud= 
divisions. 

‘Fundamentally, ‘there can be only one objective for all ae naniely, the 
expension of production of cur mines, forests, farms, and fectorica far beyond any= 


thing yet know in peace time and to encourage home ownership amoung our wor rkera. 
This, in turn, must assure i a ae for every one, at wage standards of the highest 
possible level, which the economy of the Commonwealth cen afford, so that consumer 


purchasing power will not only be fully mainteined after conversion and in the poetvar 


éers, but will continue to rise to asaure higher stendards of living for all cw 
| 


ww ure Le 


citizens so as to mee Pennsylvenia a more desirable place in which to liva and work. 
te ve aim is.to Be ‘eccomp lishséd, there must de no retarding influence tm the 
‘impoaitl on of excessive or Lnaquitable tares, foderal , state, or local. 

The Coumittee has tried in every way in its power to achieve a bettor cdis= 


tribution of the tax burden among ell elem ents in the Commonvealth and enable Pennsy.- 


f 


‘yania to maintain ita historical. position emong the industriel stetes of the nation 


and to place it ‘in the best possible position to foster end asaure expansion in the 


Commonwealth of production end employment in all fields of ayinvors in the postwar years. 


The war has elready invaded the homes of meny of our citizens with trag 


results. These experiences tena to make us better apprec late our grave responsibilitios 


to those who have made euch valiant anerifiess on the fields of battle. They have 
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Economic Backeround and Currant Trends 


‘Summary "of Ths Proposed Tax Plan 


PART II 


+) TS TAX PLan 
PROPOSAIS FOR CHANGES IN SPECI FIC TAXES 


Corporats Net Incom Tax 

Capitel Stoek and Pronchies Tax 

Net Eernines Tax 

Insurances Cross Freniuns Tax 

Tax on Shares of Barking Institutions 

Tax on Building and Loan and Federal Savings and 
Loan Associations 

Private Benkers* Gross Recsipts Tax 

Bonus ; 

Utility Gross Receipts Tax 

Liquid Fuels Tex 

Cigarette Tax 

Liquor Sales Tax {10 Perasnt) 

Malt Beverage Tax 

Spirituous ard Vinous elon Tax 

Inhoritance and Estate 


_ Pergonal Property Tax 


He reieiie anc. Manieipal Loans Taxes 
Writs, Willa, and Deeda Tax 
Stock Teer afer Tax 
Tex on Boxing and Yrest4ing Gross Receipts 
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INTRODUCTION 


AS OE EST ARO, 





The recommendations of tho Tax Advisory Comittee have four main 


objectives: (1) to remove existing inequities and discriminations in the presont 


tax structure of tho Commonvisalth and ite politioal subdivistonss;.(2) to make 


Pennsylvania a mors attrastive state for the ta of existing business and 


. 


. 


industry, as wot ag net: capltel enterprises, thereby stimuleting omployment and 


oa) 


production in the postvar periods (3) to relieve the presently unduly hich local 


ton 


tax burden on real ostate oy & roallocation of certain governmental functions and 


” 


thoir costs pett eon state end local sovermaents and by dedication of cartain 


G 


eted taxes to local sovernnent units for local 


as well as present, state-oolle 
purposes; and (4) to stimlate and encourage reconversion of the "distressed arcas" 
of the Commonvealth, whieh ars at iecentae depleted of their natural resources 
through extraction of their cosl, ol], and othar natural woalth, to a more hsalthy 
and divorsifiod industrial basis. 

This summary covers the mejor points of the Advisory Committee's roport, 
as WOoll as rolated material, previously publi she d by the Joint State Government « 
eomnlesion in -conneotion WI its studay of the tax structure of the State. For 

more conplote and detalied a analysis of the yarious problems involved, it is 
nocessary to rofor to tha Spocifie roports of the Joint State Governmont Comnmis« 


gion, cited in tho profacs of this voport, as wll as to the full report of the 


fax Advisory Comnittes. 
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ECOUNTC PACKGRGUND AND GURKENT TRENDS 


a ans 


Sober consideration of current trends, now evident in the various 

economic factors, which underlie the presemt tax structure of the Commomroalth, 

enphasises the importance of enabling and eneouraging industry end business 
. enterprise to reverse various unfovorable trends, whieh have been apparent Por 
many years, Over the pest twonty years there hes been a ateady decline in the 
proportion of national population, netionsl wealth, and national income, enjoyed 
by the Commomvealth of Pomisaylvente2, These elarning dervolopments are related in 
some major acres to an absolute deerme 4 in the production of the Commomrvesith's 
eevashevs industries as woll ae to a reletive dosline in the Commommalthte 

share of national preduction, dsrived fron the heavy industries and, to a lea 

extent, fron the processing and finishing industries, The current industrial DOOM, 
beginning in 1941, which has resulted fron proseouticn of the current war, has 
actually ee the aoraes trends, despite a great sHiensien in production 


*e 


and employment in most a11 fielés of ac: 


* 


ivity within the etate. Present trends 
indicate, however, thet, with ths corolusion of the war production phese, the 
ascline of the Commonwoalthts share of the rational wealth and national income 


ter + 2 Dy a ~ - - . An = 
will be even greater then in the past dseade, unless, among cther 


i revicod in euch a constructive manner as to 


tax policy of the Commonwealth is revised 
attract to tha state new capital for expension of exigting inductries as woll as 
for creation of new,omterpricess ~ 

Fight major induetrial «tates of the Union have bsen selected for con= 
parison of various te ends in their eecnomy with these of Pennsyivanis, These 
states are “assechusotts, New York, and New Jersey, which like Pennsylvania, aro 


old lino industrial states, the highly industrial estates of Ohio, tiehigan, Illinois, 


and Indiane in the ldid=wost, and California on the Pacific Coast, 


= 2 ow 
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oLnee 1920 the Tra ( reaga Ru I Fat viv mia’s Vee y y 

aaaty b eliing veli: that of the naticn In the decate 00=19) 4 
population of Peansylventia anere 1 £1.5 percent and the navionel pe th 
B1.0 percent. In 1910 ths Coarioawant th’: pulation simounted to $ E 
the national totel. In the following detades.Pennsylvania’s raia or h j 

G3 of the nation in fect, in % LeS50=) 

. pe SPsSage me ay fo DErcenry GOs ‘ 
aad for the mation se e whole. Ey 3.920 Fennsylveni ta! S population fac 


from 8.3 pervent in 1910 to 7.5 ecvecst of the aational totel. In-1940 only Uh 
of the sight comparable abates of the Union showed a deereasa in their respscuite 
sheres of the naticnsl population, compared with their sheres im 1310. ‘theas 
were Massashusstts with a decline from 3.? percent to 3.3 Peres fllineis, G2 
percent to 6.0 percent: eed Indiens, with a decline from 2.9 percent to 4.7 percen 
of the total population. Changes in the percentage of total population for the 


remaining five states renged from ne change, in the case of Ohio, to an increcss, 


f+ 


in the cese of Gclifornin, from 2.6 percent in 1910 to 5.2 percent of the total 
1940 eeocieeien: 
TNCOME PA Ly PAYMENTS 2 1919-1945 


residents of Penusyivania, cmounted te #5.5 billion or 8.6 percent of fotal 


petional income payments of $45.0 billion in 1919. In the decade, 1919-1929, 


eggregate rational incoms payments increased by 51.1 percent to: $82.6 billion, 


ora 


while Permnaylvenia’s income payments showed a areater then everage increase, 54.6 
Percent, end rose to :-&.9 psrcent of the total national incowe payments. At the , 
end of the following decede, however, Pennsylvania's income payments had decreased 


by £0.? percent in 1939, compared with a rate of decrease for all states of only 





. period. 


“The following table presents the 


oc 8.2 percent of the total In 1°45 
rising to a historic peak of $138.1 billion, Feuansylvania's share ro 
billion, but represented only 7.2 percent of tha total, The percentaga 
in the state’s income payments from 1939 through 1945 smounted to only 
compared with en increars of 95.6. percent in national income pa mente in 


In short, tha Commonwsalth'a share national 


a “ —-, ~~" s ~ > 
2nsoMme Pa YeBNvE 


8.6 percent of the totai in 191¢ ; in 1943. The decline in f 


venia was again greatsr 
VALUE OF MANUFACTURING PRODUCT = 1905-2959 
The Comonvealth's 


from 


duct of the nation has declinod 12.7 
preportionate shares of the 
facturing product for Pennsylvenia end elght selected states at 
from 1909 to 1959: 
PERCENT AGH DISTRIEVTION OF TOTAL 
VALUE OF MANUF /CTURING PRODUCT - BY S=IRCTED STATES 
Amounts in billions of dollars 


Degree of 





Change 
1939 from 
: 1.909 1919 1929 2939 +908 F 
Value of Nationsl Manu= : 
facturing Product $19.9 $60.0 $68.9 $ 58.8 a= 
Percentage Dis tr: stribution 
3 United States (100. 100.90 100.0 100.0 Se 
Pennayl venia 1207 11.3 10,6 9.6 = 24,4 
Massachusetts 762 6.5 4.8 4.3 = 40,35 
New York 1623 14.4 14-1 12.6 = 28.7 
Illinois 9.3 8.8 8.9 8.4 os 9.7 
New Jersey 309 5.9 5.0 6.0 # 10.8 
Ohio 7.0 5.5 8.6 8.1 # 11.6 
Michigan Seo 5.6 6.6 eG £130.38 
Indiana 2.8 Sit 3.6 3.9 £ 39.3 
California 2.9 Ose? 454 4.9 28.5 


Soures: Statistical Abstract, Department of Commerce, Bureau of Census, 


Biennial Census of Manufacturing. 
ef 
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percent in 1909 to 8.6 percent in ! 


ten-year intervers 
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LG BNOVE L 
Value cf the nation's manwracturing produst between 19090 ond 1959 fo: r 
Massachusetts, and New York, while the dowuverd trend was irregular for filinoi 


Three states - Michigen, Indiena, and California = showed a consistent 
_ in their shares and, while the trends were irregular, New Jersey end 
a lerger shers of total manufecturing product in 1959 than they -had ia 1909. 
Over tha thirty-year period the value of the nation’s menvfacsturing 
product rose from $19.9 billion in 1909 to %68,0 billion in 1929, end fsil to 
$53.8 billion in 1959, a proportionate ieseoaee of 242 percent between 1909 and 
1929, followed by a és rease of 16.5 fercent in Lose, Pennsylvania's share of 
the total menifacturing product. rose from $2.6 billion in 1909 to €7.4 billion 
in 1929, end fell to $5.5 billion, em increase of 182 percent and a dscrease of 
. 26.6 percent, respectively. These comper ative rates of increase and decrease 
for the nation and for the Commonweal th tell the alarming story of the relative - 


decline in the value of the Commonysalth's manufacturing in broad terms. 
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The WaLus OF BMLNaNg Precwat 2M 1G Cormonzeal tn, 28 & percentags of 


total netionel mining product, hes declinad atesdily by tan-yser interval a ince 


G3 


1910 fron 29. & aroont $n 1910 to 12h percsnt in 1940. Tho industry hee euffered 
} s 


ss es * 


an ebsolute decline in the velue of its mining vrotuct, whieh shored a 51.6 


‘ be | b- on ~ ed ia ced ° 7 “ it Wd = 
cent fnoresss betwsen L816 end 1986 and a deoroase of 20.6 pareent betvesn 1950 


and 1946, 


eae Se ae re pa | eer oe oe Asset 2. = , £2 dhe 
gerg Fearsylvania’a axtreaotive industry wae foremost in the 


Te 
For many 


& i ee a eee Raped 4.2, ee ap . 3 %, - i t- ty ~ 
nation. In recent yeers, heversy, the Commomealth hag been surpassed by Toxes, 

: 7 See ikea SA. ea oe a eee ee Wawetd wae FT 

whioh haz. shown a tremerdeus oxpancicn in oLl preduetion. During Worid War f 
, ee F an a athe 3 Se ake ae Ye at 1 ee, Lb Yay TOEN tha 
Pennsylyenia produecd abot 18 perasut of the nation’s mincsrela, but by eso the 


Commonzacith's shard head fallen to 12 yareont ef the total predueticn. 

Bituminous cosi, which eccounte for neerly twe-thirde of the Coumouvealth 
coal production, hes ghewn a tremendous absolute 20a} i4ne sinees peak produstion of 
178.6 million tone in 121e. In 1952 production hed dropped ag low as 74.8 million 
tons, or by iia 1 pereent, ang in 1058 at smounted te only 2.8 million tons, or 
48.4 percent less then in 1928. tus ing tha decads 1efo~1929 the Comomvrealth’s 
total bitumincur coal procuetion t wee 1.4 billion tens, in the following ceese 


1950-1959) total wrodusctions amounted to only 048 million tons, a desrease of 62,8 
/ S pot # 


As REC I 


percent in the ecsom eccends. 


nationel industrial production. In Ions tho imlex numbers (1923-1925 * 100) of 


industrial production sna bituminous conl preduction were 101 end 108, respectively. 


rs] 
Ge 


In 1989 the 4rdustriel pmocuction index had 


venood gligh vtly to 106 but thet for 
bituminous ooal production hed fallen to 75. Moanwhile, the Commonwealth's share 
of See gaan bituminous coal preduction declined steadily from 35.0 percent of tne 
national bituminove ¢oal nroduation in 1914 end 1915 to 23.4 percent in 1989. 


Rot only hes Pennsylvania suffered a loss in its proportionate shara of 
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national bituntnou 
bituminous coal, by Weat Virginia as carly ac 1201. In 1959 West Virginia's 
bituminous coal production wes 27.5 poresant of the national totel, comparad with 


Oat - 4 ORD 


23.4 percent for the Commnaealth. In 1958 the Commonteaith's proportionate share 
of netional bituminous cosl production hed dropped from a high of 36.7 percent in 
1915 to én all tims low of 22,3 percent of the national bituminous coal product Lon. 
» Anthracite coal, which accounts for more than one-third of the Commonwealth's 
total coal production, has also shomm ea grest decline since the poriod of Vorid Wa: 
In ‘184 production emounted to $0.8 miilion tone. After reaching a poak of 99.5 


million tons in 1917 it declined irregularly, bot ateadily, to a low of 46,1 million 


tone in 1938, In 1939 anthracite enal production amounted to 51.5 million tons, 


decrease of 43,3 percent from 1914 profuction. 

Production cf crude petraleun in the Commonweaith, despite an inersase 
from 8.2 million barrels in 1914 to 17.4 million barrels in 1940, diows a propor- 
tionate decrease, when related to national production, from 3.1 pereont to 1.5 percent 
in the same year’. During the sarily thirties the Commonwealth's share of cil pPrae 


duction improved from 1.0 percent in 1925 end 1924 to 1,6 percent of national pro=- 
duction in 1954-1936, inclusive, before a new trend of decline developad. 
The following table presents comparative date on the trends of the valus 


of mining pregucts fcr the Chit ea.States end for Pennsylvenia: 


VALI OF MINING PRODUCT U/ 


aD rear navel 


(in thousends of “AolLlars) 


Percent 
Pennaylvenia 
Retlo Ratio or 
Year © United States 19105100 Pennsylventa 1910 = 100 United States 


1910 1, 987, 844 100 “892, 603 100 29.8 
1920 6, 981, 340 851 1, B14, 83 222 18.8 

1930 4,764 

1940 5, $14, 800 ASR 618, 348 105 11,0 


1/ Mineral Resources of the United States, U. S, Geological Survey, 
Department of Interior 
Deapite the relative Geciine in ita extractive industries, Pennsylvania 
is still a leading extractive state with a higher percentage of its workers, 
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Neveda, Wyoning, Montana, Arizona, ‘!o7t Virginia end Kentucky, nono of whioh 

of comparative inéduetrial importance. Nevertheless, the ebsolute deoline in coal 
production and the réletive decling in Ponnsylveanta’s share of the nation’s extreotive 
industry maka it ann that the Commourssith induoe new industries to enter 
ite depleted ereag end reconvert those districts to now diversified industrial 
aotivitics. 

Tho deoreses of extreotive preduction in certain ereas of thse Common- 
wealth ie illustrate’ by tho rice ‘ fail in the vane of anthracite mined in 
Leckewanna County. Cvrer c period of fiteen yeers from 1910 to 1926, tho value of 
this product rose from $57.7 million to $108.8 million, an increage of 191 percent. 
in the anesseding f£iftesn yeers, the velue of anthresite mined in Lackavanna County 
fell to $30.9 miilion in 1940, 18 peresnt lesa than the value of the county's 
enthrecite production in 1810, 

Into the conciderations of a nore desirable post-war tex struoture, 
Pemeylvenin's position es wishly extractive state introduces’ a basic eacnomtio 


« 


factor, which doos not oxtet in tho cane degree in any other highly inductrialised 


state. If taxation by tha Cemzommesith and its politieal aubdix vis lone ia to be 


sound, equitable, and fitted espectoally to the underlying soonomie resouress of 
Fenneylvenia, the state muct bo willing to essuma a tex atruoture quite radically 


different from that of other etetes, in whieh different econenio factors favor 


the devalepront o? cthor foros cf tazntion. 





: (¢. ) 
y Yalus of enthy x¢its mined in Leckerrennea County, Pennsylvsnia 
; Amount _ index 
(in thousands of dcllers) (1910 = 100) 


1810 $ 37,715 100 
1920 98,010 | , 260 
1926 : 109,800 291 
1930 7,716 | 211 
1949 30,921 82 


{a} Penneylvenia Dapartusnt of Internal Affaire 
: = Bm 





the state dates froma period, 


4 ~ 3 a = 5 4 % . _ 2 o 
ng and industries of the state wore expanding 


when the population, ineome, woalt 


at a greater rate than for the natilorz 


BS 
] 


as a wiole and, vhon the heavy industries 
of the state olearly dominated their respective uational fioldg. Altho nis 
condition haa not prevailed for more than a quarter of a contury, the state, until 


= + ™ 7 Oy eee ae ry his oy ay . ee as Pas By Pape ae hata as J nan Se 
1935, continued to tighten up the old tax structure rather than te revise its funda- 
montal tax policy in such a manner as to ercoura 


nesossary for renewed grovth in bus 
7 Gt 


ene % 2 axn Fis A 2 4%, : 
oss and.industry within the et 
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nee eee ee eee eee 
10 oxtractive industries. 
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cularly, to replace the loss in 
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From 1955 to 1943 the stateta revenre needs resulted in shanees in 


eae: Peaikoe eee ale AN ras : rs sot geet rie he Wyad 
the tex structure, which uncovered certain new sources of tax revenuss, but 
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F | gant be my etme 2 AG on + seats - 72% fb Sy PAR 
also added sven heavier taxes upon manufacturing capital, employed within tho 
state, as well as upen other bugineas corporations, public utilities, benks, 


~ net ~ 8a Bde fern,» os yoayw ot 4 22 > he Seems ~ 
and trust companics. At this tine, vhon tax revision ie. again under discussion, 


on 


the unfavorable economies trends, which have developed so strongly since 1919 


and appsar likely to be even mors prenounsed in tho post-war ora, should be 
made a major consideration in determining the substance of -the new tax structure. 


The Commonwoalth's tax policy should safeguard the goneral welfare of Porneyl- 


4 


vania ae atimulating industriel and 


business enterprise and Pull employment 


s0 that the adverse goonomie trends, at work iu tho state sinoeo 1919, may be 


reversed. Surthermoxs new. private enterprises must be induced to enter the areas 


activities. Unthrift 


7 


vy taxation of declining income and resourcos, however, 
will only sorve to hasten the prosass of unfavorable decline, now so evident 


throughout the Coumonwoal thts economy 
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A review of the tax structurss of Pernsylvania and the eight other large 
industrial states of the nation presents many sharp contrasts. Goocraphically, 
none of the four Atlantis Coast industriel states, including Pomsylvania, presently 
levy a tax upon general sales, use, or gross income, while such taxes aro favored in 
the four industriel midewsstorn atates and Califormia. On tho other hand, none of 
lew dersey prosentiy levies taxes on corporate net inoones 
or individual neb insome, while Uassachusetts, New York, and California levy taxes 
on both forms of net income axnd Pounsylvania taxes only corporate net incone. 

The proportion of total tax revermes of these industriel states, derived 
from taxes on corporate not income and specif fh: 
portion of total er dorived from tuxes on individual net income, 
sales, uso, Or gross income, and seleeted sales, are showm in the following summary 


tables 





Percont of Total Tax Revenuos Dorived from Selected Bases = 1942 
tine industrial states) 








Corporate . oe Individuel General 
Tet § Specific Tet Sales, Gross Selected 
State Income SBucinesses. Total Tnoomo Income Sales Total 
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Pennsylvania 11.2 2509 35 ah v “ $566 3526 
New York 11.9 1548 27 ae acet - 28 el 51.8 
lassachusetts 4.8 iste? ated 17.0 - 3166 45.6 
California 8.9 ; Sei LSel Tel $8.5 2209 6825 
Ohio | 13.0 1S. “ 23.43 40.2 . 6865 
Illinois _ Lee 1002 = 42.7 2902 77 09 
Tichigan ~ Go Oot “ 4247 eceb 6565 
New Jersey w= Be Gel “ 5 06 3906 
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net incons and specific businesses inaloetas taxes on corporations in ceneral and 
capitel stock tenes) is at once apparent from tho above table. None of the compara: 


tive states ae ces the Commonwealth's proportion of 35.1 percent of total tax 


heavy tax burcen, both relative and comparativo, on corporate 
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theses taxes to total tax reavonues varios from 7.0 vercont in Indiann to 27.2 
jj 


in iow Yorl:. 


On the other hand, Pennsylvania and New Jersey show the emallest proportion- 


ate collections from taxos on Individual not inoano, general sales, use, and crocs 


income, and selected sales, amounting to 35.6 percent. Tho other seven states ro~ 
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1S ranging from 40.6 percent in Maseavhusotts to 
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esived from theses bas: 


77.9 percent in Illinois. 
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In genoral, those states with a tax on general sales or rross income, br 
i a & o o 
we ne Me Bor re oye « Re yep, he Be pede see om, phe 2 men 72 deg Se hes P 
tax on individual net income, have tho aneblest proportion of total tax collesti: 
a Ss Py 
oe pan 4.04 Wichin aie sce tome eta? Pe. ee ere eae ee se del Po oa if dota 
from taxes on specific business and corporate net income. . In turn, tho statos with 


an individual net income tax, but no 


general sales or grogs incoma tax have a smaller 
proportion of total tax collections fron taxes on specific businesses and coz rporate 


net income than doos Pennsylvania, which taxes neither general salos nor gross incom 


nor individual net income 


LOCAL TAX INDICES ; 





The incices of state tax loads, based on the relation of tax rovonueg to 
state income paymsuts, for the sight states and Pennsylvania show much lese deviation 
than those for losal covernmen’., In 1942 tho stato tax ane inc lox for all forty-eight 


igh 
states was 108.7 comparsd with a base of 400 for Ponneylventa . The eight sslected 
states had an index of 101.5, which indlenates « surprising uniformity in the total 
tax burden, levied by these state ere upon thoir various tax sourdéos, wisn 
rolated to state iLnoomo. 

At tho losal level of government, however, the index of local tax load in 
the forty-oignt states soared to 103.2, compared with Ponnsylvaniats basic erga of 
100. Tho ioant tax load index for the eipht re ae states was 115.1, still 
substantially above that of Ponusylvanda. In other words, it appears that in compari~ 


son with the olght compstitive states, Pennsylvania imposes a tax burden, which, whon 


related to state income, was only Slightly lower at the state level, but cocidedly 
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of 100, compared with 111.6 for the olgivs conmarative states and with 139.6 for the 


fortyeoight states 


DISTRIBUTION OF OVUR~ALL TAX LOAD 
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Theso data, however, de not tale into considera 1 the Gistribution of 
the tax load among the various taxable resources of the various states. As has 
doen pointed out earlior, the distribution of Pennsylvania's tax burden shows atrik~ 
ing difforences from those of ite competitors in that the Commonmealthts tax roverues 
capital and corperate net ineane than in the oon-~ 


fe 


parative states in tho east, which utilise individual income tax xO8, Snd in ths mide 


western statea and California, whist omphasise taxes on — eral soles, uso, or 
gross income ag revonue. producerge lone of these taxes is employed by the Commonnoalth 
at the state Isvel, Tho comparative 1941 data on tax loads, rolatad to state inooms, 
indieats thet the over-all | load of Pernsylvenia is not exssasive in view of ths 


4 


average of its industrial competitors, tut thes vital differences exiet in the ine 


equitable distribution of the tax Iced over tho state's tax resources. 

Pennsylvania employs a corporate not income tax, but doos not utilize taxos 
on either individual net income of general sales. The competitive states in the East, 
with ie exoeption of New Jerasy, have ublligead individusl not incone taxes, and, in 
the oase of [assashusotts, a general tax on real property. The mid-wostern statos 
(Ohio, Ulehigan, Illinois, and Indiena) have mado use of both a Generel sales or ¢groas 
income tax and taxes on selestod comncdltiece (with the exception of tobacco products 
in all these states but Chio) nub hays avoléed the individval not lmome tAX, ome 
_Ployed in New York and Massachusetts California, on the ne hand, levies state 
taxos on corporate and individuel not income end general sales. The yields of those 


taxes, a3 well as tho ratos of taxation of motor vehiclos end operators, spocific 


businesses, and personal proporty, however, appour to be decidedly below those of 
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state, not excepting Mow darsoy (mii 12 \ heavy coneral property tax and 
eceptionally heavy tazos upon moter vehicles ard’ operctorsa), whioh extracts so larzo 
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. taxes on capital ond corporats not incon 
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in wiow of the fundamental dosirability of enecuraging industr 


to come into tho state, as the principal moans of producing sud maintaining a high 


level of stato income and, consequently, eaployment and consumption, indicates 
the tax policy of the Commonvealth must be promptly rovieed. . It must be reorganized 


not only to provide tho revemze, essential Por desirable state and local governmental 


functions, but to distribute the tax, burden over ite taxable resourees in such a 


manner that private onterprise (in incuatry and businesa) will be given positive 


\ 


encourazoment to enter and oxy 


‘ 


and in. the stete- ae ordor to reversa proseit tronds 


in tho state's coonony, particularly in the ‘distressed and sacisd arses. This 


rosult can bo accomplished by a a of the tax burden, which will pormit 


the Commonwealth to offer te private aia lal approximate «© Ce See Cori 


wy. - 


Ano amd « 


titive 


states in the tax buréen on sapltal and corpere eT not 


1/ For a complete discussion of tho current ceonomfe trends Jn Pennsylvania, and tho: 
comparative tax burdens of other states, briefly considered in this chapter, soa 


Report Number 10, of the Joint 


State Covyernment Commission, entitled, 


®Tho Eocnonie 


Resources and Relat ced Tax Problems of the Commonvioa lth ," ial January 20, 1945. 
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The major recommendations affecting the state’s principal revenus- 
producing taxes ave sumicrized in this chapter. Many of these recommendations ars 
interrelated with those concerning the reallocation of governmental functions which 


are summerized in Chayvter 3, following. 


Corporate Net Income Tax 
The emergency corporate net income tax should be made a permanent pert of 


the state's syston of taxing wesinees corporations. While the current rate of the 


ia 


red 


corporate-net income tax exccods that, imposed by most other states, this tex is 

more responsivs to economic chamegea and less burdensome in periods of Eee errs than 
is the capital stock-franchise tax. Therefore, relief from the capital stocke 
franchise tax deserves priority over any scaling down of the corporate net income 

tax. However, the latter should not be overlooked, primarily because the 1943 revision 


Hs 


of the corporate net incoms tax materially increased the tax burden on mMeny cor= 


porations. Furthermore, it is tas combination cf the levies on capital stock end 
on corporate not income, which imposes the present heavier ee een. upon corporate 
enterprise in Pennaylvenia then ia fcund in most competing industrial ery 

The elimination in 1945 by the eau vel fseembly of the presently ellored 
deduction for foderel income and excess profite taxes brought the yield of the state's 
corporate net income tex in more direct ralationship to state end nationel income, 
This action had the adventege of enhancing the predictability of the tax, because 
variations in the burden of federal income and excess profits taxes have heal 


extreme in recent years, Howevor, that ection incidentally climinated the deduction 


1/7 Ses Pert II of this Report for the canplete Tax Plan of the Tax Advisory Committees. 
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only under eortain conditions. Tula federal tex is even dedvetible ta calculating 
other federal taxes and it: ahowld be deductible unter the Pennsylvenia act. 

As the Corporate Net Income Tax Act is presently administered, the stato 
taxing departments do not recognize © piianas net income, due to renegotiation 
of war contracts, until the corporation's income tax return for the year in question 
has been finally audited by the Buresu of Internal Revenue. A change in net income, 
due +o the refund of excessive profits, resulting from renegotiation of war con-= 
tracts, should be designated by the act ag @ chenge, made by en agency of the 
federal government and, when filed with the Commonwealth, should be recognized a2 
a basis for adjustment of the corporetion'ts sexeable income. 


reports by affiliated compentes, where such filing is permitted for federel tax 


purposes. If dscirable from a eiministrative etendpoint, there would seem to be 


Fete) objection to the meking of en application for the filing of a consolidated 
report, but the right to file aveh a re ort should be discretionary with the tax- 
payer and not the state. 

While the first fraction of the generel apportionment formula, by which 
the net income of corporations, doing business within and without the state, is 
apportioned to Pennsylymia, presenus little difficulty, the second and third 
fractions are so phrased as to work hardship in the case of certain corporations. 
This is because these fractions, insofar as the assignment of wegea md gross 
ere to Pennsylvania ere concerned, aro steted in the nNegatl Te» The neturel 
presumption that the business of a foreign corporation is done Seigmetiy outsicea 
of the state is thus arbitrarily reversed. The fractions would be more equitable, 


4f wages were assigned to Pennsylvania according to where the employes chiefly 


do their work, and gross receipts were assigned according to the geographical 
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yelua exeess profits tax. 


3 These chonge in net income, Pes sulting from the refund of 
excessive profits efter renegotiation of war contracts, 


the state act as e changes, 
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apould be. designa 
made by m agency of the Poder el Government, and that a 
report of changs, giving effect thereto, be filed with 
the Commonweal th. 
% Theat efi affiliat ted group of corpor rations, doing business 
in Pennsylvenia,; be given the right to filea consalidated 


return, if sugh group has tho right to file a consolidated 


5. Teet the corporate not imecome tax ehonld bs ame nded to 
-° 4dpelvde in the meerator of tas Eross eae allocation 
fragjion only such gross rece eipts of the classes, 


attributable to the Commonwealth, #8 ere considered in the 


ARMS 


Tae ebove changes in the corporate net ineane tax law would slightly 


Aecreass its yield, but by an indete eminable enount. It is the gonersl opinion 
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the Pennsylvania 








State in the union. Furthermore, asis of Pennsylvenia's capital stock and 


franchise tax is the actual value of the capitel stock, 4 base which not only in- 


creases the severity of our levy, but which is not used in eny other state. 
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ion eoPsorate enterprise in Pennsylvunia is disproportionately heavy. The manu- 

ucturing exemption wus, in pert, recczmition of this fact. In addition, the 
“a.nufucturing exemption", which in the pust exempted frow the capital stock tax th 
capital investuwent of comestic and foreign compenies, when actually invested or em- 
ployed in manufacturing within bhe state, implemented a policy to encourage manuruct 
ing in the stute, and thus promoted the utilization of Pennsylvaunia's peculiiurly epp 
priute resources of labor end raw wabericls, to the edvenbege of its citizens. Menu- 
fucturing plints provide the vasic psyrolls uyon which She prosperity of our cities 
and farms cepend. 

The wenufacturing exemption was invalidated in 1935 but has strong claims 
to support its survival. It wags in force during the fifty years, which sew the de- 
yeicpaeas ioe Pennsylvunia's industrial pre-eminence. Furtneriore, it is the subject 
of a "promissory note", of reasonably certain, though indefinite maturity, now on the 
statute books. If it bs asserted that the munufecturing exemption is inconsistent 
with the bheory that all enterprise should bear a share of the tax burden, a partial 

swer is to-be found in the corporate net income tax, the bull of which is paid by 
corporations, engased in menutacturing. 

Wise economic plenning for the state, sou whole, dictates restoration of 
bhe nanufccburing exemption, as conteuplated by the Act of March 27, 1943, P. L. 762. 
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This act will vec 


war heave not ce 


of the present 


effective on the first day of bth 
cessation of hostilities in the 


only to the culenier year, when 


rane 4 
endear 


ginning in such cel yeur, 


new law follows the old pattern 


to capital stock, which is inves 


ing on munufacturing within the 


and for 


of January, 1945, unless hos 


ed by thst time, in which event the act will become 

e first calender year beginning efter the aate of ie 
present war. The-exemption, as granted, Will apply 
this uct becoues effective or for any fiscal yeur, be- 


eacn Ccalencur or fiscal yeer 


of restoring the exemption frow tiie capital stock tax 


ted in end actually and exclusively employed in carry- 


stute, except for coupanies engeged in the distilling 
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county personal property tax du the snares, which he way holu in 6 menufecturing ec 
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4 om " Ms ses owe i Aen ote a 
tax, ib will be necesaury to revise 


June 17, 1913, a8 anended, by me: 





relieved from tne payment of the state ecxpital stock or franchise tax". 

A strong cuse cen also be made for a preferenbial rate in the capital stock 
tax of 2 mills only on a lining end oll extraction compenies, in contrast to the 
normal rate of 5 milis. Although extractive industz ries, unlike uenufacturing plents, 
cannot move to escups auverse econowic ennui preduction of could und oil can, 
and does, er avitate to localities, where favoreble conditions ices 


Compenies, not engaged in uenufaucturing, coal mining, or aa extraction 


* 


Should ulso ve encouruysd by a i Peduction in toe rate of the capital week Dae chise 
bax from 5 to 4 wills. As previously pointed out, all corporate enterprise is relz- 
tively overbaxed an comparison with other states. 
Go onseyuently, the Tax advisory Coumittee recomiends 
ae Cee ee eee ee ee er ere ae ee 
2. Tint the progpective exemption of nenutacburing cepl ital from the 
capital stock--franchise tax be uncisturbed. 
3. Thut the shares end personal property holdings of corporations 
liable to or relieved fou the capital stock-franchise taxes or 
ia to a tax on sieres, the gross premiums, the SCOES receipts, 
and tie net eurainge taxes be exenzsted from the county personal 


property tax. 
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bs applied to capitel engesad in coal mining and 
oii extraction in Fennsylwania. 


5, That the eapital etock-franchise tax rete bs reduced 


to four mills. 


OLD on, pry fin a2, mc ane mmamAm*4 Por. nar oe 
The - revenue effeet of the above recomendstions end those, mede with 


tas 


respect to taxes on insurencs co pintab. aces ae this Chanter, would be to reduce 
the General Fund's bicariel revonues by abous $14.960 million, im terms of 194% 
1945 revenues. This auom+t is enlmarie cd cae eaad roductiona of $13.3 million, 
resulting from the chengs in the copitel stock tax rate from 5 to 4 milla, $1.5 
million, due toe preferential rate of 2 mills for coal mining and o11 extraction 
companies, and $160 thousand ? on the preferential rate of @ mille for domestic 
‘stock fire and marine ineurence companion. 

The decroass in revenus, reauiting from the reatoration of the msnufac- 


turers’ exemption, as legislated by the Cane epel Agaembly in 1945, is estinat od at 


$i4- to S16emilliion, biennially. 


Taxes on _Ineurenca Compentes 
The tex burden imposed by Panrsylvenia upon ite om fire and marine stock 
insurance conpsnies, in contyvast to that on all other domestic stock companios, 
places them at a decided cs aati ive Giseaventege with similar companies of other 
states doing bueiness here, Those competitive situations betucen foreign and 
domestic companies can bs mde less extrema by extending the Eross premiums tar 
aia dementias stock and mutual Sane and at the same tims roduelne the capital 
stock tax (5 milis) upon fire end marine imsurance domestic stock companies (to 2 
mills) end exempting all domaatic stock companies from the corporate net income 


Eax, 
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A ~~ Pen ~, fhe Dey ms ~ - - 
Ths Creare iom oa th ) & 033 i? WA Le te Uy (Ors Are C iNVPue it in StLDC yw | 
| seen DP gp nearest oi 4 pay , & hae te a] ; Pent. Fe ie 
companies would, as & reault of a provision 4n the Piseal Coas of tha Commansa 14] 


nullify the present erfinaness of the Clty of Phitedelphia, imposing @ tro percent 
tax upon the premiwmis of mutual life and fire insurance companies, derived from 


As 


business “written in that city. The proposad dedicat the atate gross premium 
iy & : 

tax to soheol distrists, however, wovwld mores then compensste for this local revon 

loss, which would be confined to Philedelpnia. 


yr cen fe be Ney Res. sep ead pray fo 
Consequently, the Tex Advivory Committee recommends 


- hl warm tot ahem give Please, mon ewe rad 9 
lL. Thet domestic stock fire and marine compantos be 
\ 


2, That domestic mates] ineurence companiss be aubjectad 
to tho eicht mills gross premiums tex. 

3. Thet all 2 42 mevrEnes companica be exempted from the 
eorporate net incomes vex, which is presently impoasd 
upon domestic atook - ire, morins, casuelty, and life 
compenios. 

4 That the insurance geoca premiums tax be chenged 


fron a atate to a school dictrict tax, atate collected. 


Revenue chengss, effected by these recommendations, would result in 
increasing $3 ha biennial yield of the state grossa hemi une tax by abcut $800 thousand, 
in terms of 1948-1945 revenues, while decreasing capitel stock tax pienniel revenue 18 
by $160 +} nousend end ecrporeta nod incems tax revenues by $1 thoueand, as already 
noted in the preceding ssetions on those taxes, 

The Ge@ication of tha ae premiums tax to school district purposes would 


decrease Gensrai Fund revenues by $16.4 million biennially, in terms of 1945-1945 


revenues, bus edd about $17.2 miliion to biermnial school district revenues. 
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Texas on Banking Institutions 
nS IE ne MRP ed UY Oa 


Equity requires that tho sharss of 911 banking institutions bo now taxsd 


2, 


at the same rate end on thea came base, The kl advantages, once enjoyed by 


title insurance and truss companies ~- the principal of which was the “trust powars" 
no longer exist. Hance, aha charea of title inaurence and ey comranies should be 
taxed at the rate of four mills, as ars thoee of estate end acon banka » 

Tax equolity among Linenclal institutions would also be promoted by 
subjecting the paid-up eheren oa? both state and federal building end loan end sarings 
and loan assec ons to the county porsonal property tax. 

ee the net earnings tan of 1869 should ba meio applicable to 
eredit unions. 

Le Tex A&visery Committssa, therefore, recommends 

l, That tho rate of the tex on tke shares of titlis inourens 

end trust companies be reduced from five to four mills, 
| thus equaling ths see impesed on wines of nat aes end 
state. banks or rnavings institutions. 

Zo That a oe imposing a taz, eimtlar to that formerly 
nae ees by the Act of 1857, and made applicable to both 
state end fe sCaral b ail iding and lean end savings and lean 
assocletions, should be. added toe the county porscnal 
property tax act. 


3. That the net earmings tax bs extended to cradit uions by appropriate 


amendment to the act under which they were created. 


FER 


The a ove Fecommon ndationa would effect a revenue dscreasa of Lesa than 
thousend biemially in General Fund revenues, sines the revenue added by the not 
earnings tax on credit wmiona would offsst, in a slight degree, the revenus docreasa, 


> 


resulting from the reduction from 5 to 4 meee of the tax on sheres of title insu- 


rence and truat companies. 
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The taxation of tho shearcs of stete and federal building end loen and 


savings and loan associazions, wider the county personal property tex, would 


increase county revrenuss by about ‘600 thousand biennially. 


Analysis of the organization and rogistration fees and taxes of the 
several states @iseloses that the Penneylvenie “bonus”, both on domestic and foreign 
corporations, is the highsat levy of tts kind in the Union. Revenue from the 
bonus is most wostebdle end it is deubtful iineuee the amount involved really 
justifies either en anna report from almost every corporation, doing business 
in the state, or the administrative porsonmel, required to handle these reports. 

| The Tax Advisory Committes reconmsends 


1. That the acts, impesing bonus on domestic ami foreign 


corporetions, be repacied. 


The reveal of the corporation bonus would decrease General Fund revsnuss 


by about $900 thoussnd biennially. 
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In oréer to prevent the 


Vaxe 


base end to prevent the shifting .of 
it seems quite clear that samo form of 


business, operated by municipalities end 


~~ ft 
ry a oS 


It is recommended that the gross re 


mares 
VAXSavLon 


e part of the utility tax 


s from certain communities to others, 


must be applied to utility 


euthorities. 


~y 


ceipts tax be ext ended to the recelpta 


from the primary sorvices, furniahed by all publicly end euthority-omed utilities, 
and by all utilitias, cperated. by cooperative associations, to the extent that such 
receipts are taxed to privatoly omed utilities. The present tax of ten cents pez 


member, peyable by rur ral elzct 


tions, should be abolished. 


veivate water companies are included in the foregoing recommendation, in 


order to assure the cone 
to municipal and authority= rated 
The Act of 1931, ene a 
produces practically no revonue and involves 
enous be repealed with ir 
tax should be imposed on motor 
present offsets agsinst the tan. 
Unincorporated motor tr 

tex on net income. 
| Consequently, the Tax Jaivisery Corr 
Ls 


Thet the application of the gro 


about 17,000 reports ennually. 


sibublonality of the extension of the gross receipts tex 
water supply systoms. 


grossa receipts tax on motor transportation, 


4s 
u 


I 


transportation, and the gross receipts 


freight, without the benefit of thelix 


\ 


tation business should be subjected to a 


ttee recommends 


se receipts tax be 


limited to receipts from the primery service, for 


which the utility is orgmized. 
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4. 


7. 


Se 


the primary service, furnished by all publicly end eutas 
owned utilities, and by all utilities operated by cooperative 


associations, to ths extend that such receipts are tared 
privately owned utilities, and that the present tax of 


eenta per member, payeble by rural electricel corporations , 


That the txenty-third section of the det of 1889 be extended 


so as to include the taxation of gress receipta of private 


>) 


‘water companies. 


That the utility gross receipts tax be retained as a tax in 


s 


lieu of a local tax on real estate and that 1% be echengoed 


from a state to a achool district tax, atate collected. 

Thet the Act of 1931, imposing a eross receipts tex on motor 
peranuaon ve repesled with respect to passenger trans= 
portation, and thas the Act of 1689, imposing a tax on gross 
reseipta, be emedean $o exempt motor transportation of 
passengers from che tax. 

Theat the gross receipts tax be imposed on moter cirricrs of 
freight end that the tex exemptions which they now have be: 
removed. . 

That the Act of April 29, 1899, P. L. 72, relating to express 
companies, be repealed. | | . 

Thet tha grose receipts tax lew be restated and clarified, 


ita administravion simplified, and annual instead of semi- 


amual reports be made. 





These recommendations would have a fiscel effesot of decreasing the 
revenues of the state's Generel Fond end Motor Licenge Fund, in terms of 1945- 
1945 revenues, by $2.4 million ard $.048 million, respsctively. School district 
biennial revenues would be ineroased by £9.926 million, of which $1.586 million 


would result from the proposed revision snd ‘extension of the present tax on the 
= By z 


grossa receipts of puhite ut 


Excise Texes 


ith regard to the excise texes, presently levied by the Commonwealth, 
the Tax Advisory Comiittce recommends 

1, That the malt beverege tax should be retained as a ‘state tax. 

2. That the liquor seles tax (ten per cent) should be msde a 
permanent fort of the state's tax systen. | 

3. That the cigaretts tax should be retained ond made a permanent 
part of tha state's tax system. 

4. That tho pee eee e3nt tax on — be continued. 

5. That the emergency liquid fuels tax of one cent be allowsd 


to expire at the end of the present biennium, 


6. Theat the "Spirituous exd Vinous Liquor Tax Law” should be 


These recommendations would decresse the state's General Fund, in terms 
Of 1943-1945 vevanuss, by 222.600 million of emergency liguia fuels tax revenuss 
and $40 thousand of spirituous end vincus deine tax revenues, a total of $22,640 


million, biernielly. 
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Sovroret: Leena ' 
3 . ‘ en a ae tee Pee a } ey es ae Wed. 1a 
Althoush supsrfloiealiy i nig secon that collection of taxog “at the 
wi a a A wes at nnd Gack = . P - 
gource is an eaten Wd effioisnt davies, it has not proved to be go in th 


‘ Pay FR a! YPas | a, ee ae eee Tt, 8 : or a Bates ~ hee ae 
oaee of the corporate and minisipal toans tamts. Thie is because under present 


Amend 2 hea a oats 2 ee a q mot hk Boe 5 a Be rh Pw: 34 2 + JS i oa Bs, « eyed : 
law the identity erd residence of the holéery cf coach ltem of Amlebtednesc Aoternine 
: 





whether that lien is to tax. This olircumetance has conpliested the edmind 
tration of the t=x, Anporod upon the reporting corporationa, the municipziitiss, 
and the stele an elmoat intolerable tuséen of ebetl,, ard gererally made tho over= 
all cost cf. col Looting the tex vory highs 


F eee ae x Pa en ee dere aah BoP ft 2 4. Pan a & oh 
The troacurer of eech corporetion end municipality 1s required to ested 
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Uniess positive epoo? is prosented of 
regardless of th: <iligonce oxercicad in thie comestion. 

It hee boon sstineted by ons Largs corporation thet the expence, to which 
4% alone is pot in esesonbling informotidn es to holderg and im collecting and req 


porting tho tax, exceeds £0 percent of the tex, actually palé to the atete at % 


any mm, 


a eat Re. (a9 nee wv. A 8 - . “p = “eh gah a 
normal rate of 4 milis. Thie, of course, doog net include ths expense to ths gicte 


in. cerrying on wie operatic nbore, in conncetion with ocllections of 





the tex. 
urthermoze, 211 thie sctivity has certain aspects cf futility. Less 
‘than 20 poroént of all the losns of privets corporations are in tazeble hands, 


ose of identity or residence, must be reported, 


= 


althcugh every 
: Coneecusntly, the Tox Advisery Comittes recommends that the toner on 

corporate ond musicipsl loms be abolished and thet the obligetions, now taxable 

thereunder for etets purperes,. bs avb jected to the county personal property tex 

end texed exelucive Ay for county purposes. Sinee the corporation and seibiaite a 

loans tazog sre now impos cd aaean tho fet of 1937, and, since the section, pertaining 


t 


<= 27 «a 





, 
; ‘, 
\ ’ 
+ 
¥ 
° 
= + 
‘ 7 p 
’ . te co. 
> ov 
t ’ 
j ’ 
1 4 
! 
ass 
; 7 
’ , i 
- a % ft . 
i \ 
‘ 
. 
a 
/ 
\ 
’ 
\ 1 
\ 
. 
, 
1 \ 
\ 





to those taxes in the 10% by 53, this vecommendstion may 1 
‘accomplished by repealing the forut¢y ant and making appropriate ameniments to 


Seotion 1 of the latter. 
Conscauentiy, the Tax Advizoxvy Committes resomonis 
1. That the corporate loan: tex be abolighed and ths 
obligations teamed therenunier bs aubjcoted to the 


: 4 Boag Os gn enge 
PeEtone? property tact. 


» satan ot 
county perdonal. proparty tote 


&3 
* 


That * the proviniong of the texing statutes be redraftcd 
end raerrenged to oliminete exoesa verbiage end elarify 


the moaning. 


o 
FS 


The revemne effeat thees rosommndatione, in terma of 1945-1045 
revenue, Would bo to shift about $5.83 million from the corporate loang tax and 
‘about $3.1 million from the munictyal losns tax, a total of $8.4 million biemnielly, 


fron the steto! s Gonevel Fund te the counties for general purpoges. 


New Souresa of Revere 
At the ovtszet of tho stadics, mods by the Tax Mvlsor y Committee, the 
‘indivicuel not Lncone ue wee rejooted as e now goures of raverme beceuse of con- 
stitutional difficulties In Pomneylivonis, as well ss because of the heavy federal 
levies om pargoncl income. A gonere] tex on gross income or Garnines, euch ag is 
found in ths State of Indiana, wee ieastddvas by the Committee, but dropped, be- 
cauge 1% wae involve a roconetruction of the entire tax system of the stats, and 


involwe the elimination of soverel sound, wellotested revenue preeucers for the sinte. 
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Byerything congidersd, a goneral rotall seles tax wes finally decided 
upon a8 offering the bast means of incorporating inte the Pennsylvania tax system 
a long needed broed-baeod tax in support of government by the citizens cf the 
Comomvonith, ell of whom receive its froteetion and benefits, both stata end losal- 
Ths studies of the Tem Advlaery Commdtioce developed that Pennsylvania is 


; : le ay A a Cian on Sanene a tian ee. Gay aes he * = ari ah 
one of only 10 etatee that had nelthoar 2 personal income nor a gensrel ratatl eales 


Lax. 
Retail selea temee were foun! te be opsrating presently in 23 etates of 


the Unicn. Such tex Le paid directly yw the consumsy out_of income and €ernin gs; 
it is not levied on sapital cr produetion, go essential to postewer prespority. 


By notice of the addition of the tax to the cost of the commedity, the texpayor 


es) 
be | 
£2 
fas 
o] 


ig meade Cully conscious of 2g tex ay the tine of making a purchase, and he 
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can moseurably protect himeolf sre4: 


‘ 


y at rae tate me £ a 
hia epending for luzuriss end unriceeseary iteng. 


vex, if he so desires, by curtelling 


A atete collected gslos tax o? 2) percent on tengible personel property 
would broaden aud round eut Pouncylvenie's tex eysten and make pesaibls a eub- 
stenticl redustion in tho progent unduly high level reelty tex burden by ths dedi- 


eation of the sales tam mreeteds to suprort of the blis achoels of the Ce aal is. 
< rs 


Tangible pergonal property, subjected to seleative stats sales tax, vine, 
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liquor, cigerette: ould. bo oxempt from tho proposed general etate 
galsg tex, | 

Sines repeel of the etats's mwereantile license tax, unincorporeted businesc 
in the state ds aubjested only to thess etate taxes, which fall ‘upon the iniividuel 
eitizen, In view of the zroster enends of eush businese upon govsrnaent servicoz, 


as well as the competitive edvantsgs, @o gizan to unincorporated business over 


incorporated business, i£% is thengit proper thet uninoor poreted business should pey 
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maha oO Be fer vent him seater Yo ft ne ve & ee ee 
The procesds or the pax WOoUdse DOD AAPM LOG Vor 192 Wi BOTs LLuMON pr IPod oBe 
Mm, mite Aah ner % o, Trt fe . ~ A, Ae oy y 
Consequently, the Tax ry Committee re en da 
: 
Nitra te LP ms toy omyyomncn oc Vi Ayantan gad omy ot be Ae 3 
1. That for the purpose of bringing about a reduction in local 
aes aac each $7 ee ens ) oe ba 8 in & =a ae 
bares on Teal estates, that «tote tame dedicated for prblis scshaol 


% Fs WW ar fiat Jar fe Sy, porte cid 5 guiness fe om, Ton ae a he 
purpesss be levied in the form of a state sales and compenaat- 


is te de Ay 9) no ee c = ¥ < a A 
ing use tax ob the rete of tuo and one-half percent, to 





tex end the ineurence promiums tex (atate collected) to tha 
i34 Ff anppyeas? 4 Sro4 stom Paw Sth nae oT 1 
US@ GL Seno L Gig ye rLGEe LOP YEG EL Wits) PLLHOBI » — 

8, That a tex on unincorporated business RaLL be imposed at the 
game rate as on inccmorated business, ‘and be state-collectod, 
but dedicated te the politieal subdivisions of the Commonwealth. 

3. That the State Constitution be amended to permit uniform basis 


exemptions for income, inheritence, estate, and excise 42x08. 


‘ 


Stata Tax Administration 


PEN EE EIB BAA RN HIE 


Good tax alminietryation wsquires #911 qualified personnel, &38 well 4& 


good taxing standaris end reguiations, The two taxing depertmente of the states have 
capable and well-trained parsonuecl ot the present time, put it is possible that many 


of these employos will grecuas iy évop ous unless certain adjuatments in job classzi-~- 
fication and aslery are acon made, Meny capable men have left these texing dey 
ments in the last three YSare » 

TS retain auch men and make © caresr for them in the Commonwealth aervice, 
there ia nesd for 4 thereugh-golnug atudy of thea present classifications and salaries 

@ 

of those enploy es in the two faxing separtnente, who meke or supervise the making of 
corporate tax sebtlomenta end resottlements. 


i Thia recommendation ia vepeated and discussed fully in Part II of the Report unde 
"Now Souress of Revenue", end Part TIL, under "School Districts”. 
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Purthormora, : Maple 
Bureo of Corporation Taxes and E pte Accounting Saction of the Depsrtnus 
of Rovema; elo, to the Taring Durem: of the Auditor Gorerel's Deparinent. 
Reconstitution of tho Posr2 of Flnenne and Revenue ts long overdue. Th 
Live sitting wombers of the board are 211 full-time etate smployes in other capac3 
tise. the rerult ie thet tha Peard of Pinence and Revenue meets’ only ones sach 
month for public ae Some hearings teke only a few Winwies, while others 


involve complicated and confucing legel consideration. 
Moubors of the board, as prosently constituted, siuply review the work 
their departrents in many ceecs. Furthoruers, the wowber Prom the Departzent of 


Justice 4 in the 


mey later have to sorve af an advecste. 
give to. tho taz probleue befor @ the Boa 
It is belfeved that the heard 
tuted es en ane ponaa beard of throes 
tions not having to do With tho eteto t 
should heave a thorough wate of ete 


piety 


male 


hose duties Q 


their full tins to + 
should be specified by Bee 


in fairness to tho texpayer, 


Poa 
Ears 


state tan edministration and, 


“operations, likewise in the state's tex eslon 


The Tax Lowi ary Commhttes, 


1. Phot a thorough-colng 
oleselfieat and galsar3 
two taxing tmewts 


Baking of corporate tax se 


“ 


for the sx 


mettora, in whieh ho 


ALL nerbors hava other duties and cannot 


ard, the time which they degerva. 

would be much improved, &f it wore rece 
fulletine necbere, relieved of prsgont func- 
exation and ¢sqh iat the three meubore 

to tex prastice and be required to devote 


nt 
WAY 


sli cin tLona and eee of the mnonbers 


many procedural chengee eheuld be mede in 
29 of ooonery in the Commomrealth's fiscal 


2 
Mile a 


therofors, recoumonds 


stucy be mede of the praesent 


ee of all employees in the 


. 


» who wake or supervise the 


ttlenents and rg-cottlementa. 
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Se eee OR oe) Race Se aes a eRe eee a eee eee ae | 2. ae 
- the caxacsion and refund functions, now vested in tho Board of 


ot ‘4 nee 7 | f ) P 
Eno 3 > | - 2 vie Pa. ul maak ye 
4 i 3 x IT pe ov SE 2 whe - A or ae <eee es Ye = 
Corporation Texes, the Ressipta Aecounting Section of the 
E 


That the ex risting Boerd of Finaree end Revenue be elinlnatsd 
end, in lieu therecf, an indepexdont adciniatratire commission 
bo establishéd, to consist of three full-time members; end thet 
a 
Pinanee and Roreme, bo transferred to the new commissions ond 
that oxia bing acminietrativse functions, relating to state 
dapcesiterios, rate of Luterast, ets., bs veeted in some exiating 
department most apprepriate for these fanctions, 

Tnat the corporate net income, capital stock and franchise tax 
reperte be filed five and one-half monthe efter the clese of 
rear, end the tex be paid cone 
currently therewith, . 


That there bo @ Limitetion ef the interest charge where tax 


setelemens canne$ be made ch thin one year from date report is 


fLled, 


That the Flgscal Code be amended to provide not more than four 
pois ent imtersst on tax exvedite and refunds. This should apply 


to ovor=ganeiste of estates tenes, resulting in open or free 
or cpen or feo credite result from action, taken under Section 


1105 of the Fisexl Code, or fromeotion, taken on petition for 


resstilenont, petitions for roviow, appeal or petitions for 


oom 


to four perocnt. 
8, That an Gppropriation be provided to allow tax refunds or 
credits to be made in sash, in coses where the taxpaysr 


the eredit 


t y 
Le) 
a 
be 
ra] 
3 
i 
& 
cr 
re) 
os 
¢3 
o 
iy 
G 
“ 


cortifies that he hae 
refund. 

The fiseal effects of the anevre recomendations ou the General Fund would 
inereaso revenues, available for appropristion, from $2 + $8 million pecaiiaie: 
due te the 02% amination of short term bore wing and the COr waquent inbereat paymornss 
on tax anticipetion ‘notes,. reoulting fron ohanges im tho tex calendar, the 
estimated biennial lo ose cf General Fund revenue, cus to raduction of the state's 
tax seni anuerest Fate end payment of interest on ae eredits and rofunds, 


would be about S600 thougand, 
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A careful study of the present state-local functional reletionships 
shows that it is possible and highly desirable to strengthen locel governments in 
their proper spheres of activity by an interchenge of certain functions among tha 


Commonwealth and its political subdivisions. At the same hue such action would 


Oo 


afford considerable relief to local texation through the transfer of certain functi 
and their costs to the stete, es well as by the addition of new local revenues end 
tax sowcoes. By the edoption of now, brosa ily-baged taxas, dedicated to specific 
local purposes, to replace or supplement present state grants to the political sub- 
divisicns of the state, she over-all cost of government can be more widely distributed: 
and ths tax burden mora equitably al Located. .Finslly, state grants to pcelitical 
suldivisions should be redetermined and simplified in order to provide more effective 
formulas, so that those sections of ths Coumonvealth, which most need financial 
assistence, will receive the greatest benefit. ; 

Reccmmendations to echieve these interrelated At ieativee are an essential 
pert of any well-conceived Ragram for strenethening the finencial structure of 
stete and local government, so eas to avoid, in the pos tewar psriod, the mistekes of 
the paat end pares ei]. undue burdens aan portion of the state's economy. 
perce poeauiunt tie reorgenination of the functions, responsibilities, and 


revenues of state and local corernments will discoursge recent excessive local 
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relience upon extracrdinsery federn 9 grants to provide the funds to carry 


on those activities, held to be essentially local, in nature and requiring local 
control and responsibility. 
The distribution of tex sources among the stete and its political sub= 


divisions is at the dis etion of th is state legislature. Local government taxation 
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(with the exceptio on of pormiseivs tacse fer Thliedelphia alunc) Ja reatrioted 

by stete law to specific taxsa upon Glersifisd subjects. The principal tex sewros 
of the Coumonwealth's relitiesd subdiviatona 1s the tox on real property, which is 
exployed by all units of leesl govarnnsnt. There are, in eddition to the tar on 
real property, loesl taxea cn intangible porsonal property, per capita end ccou- 
petions, nd some minor epscisl taxes. | 

SCHOOL DISTRICTS 

School districts in i942 accounted for about 44 percent of the total 
expenditures of all loval governments of the Commonvealth and reesiyed about 
48 percent of the reel cstata texoa, coliceted in the Commomveelth. They resvived 
about 76 percont of thoir revenue from vanl estate (including minor per capita 
tex revenues) end about 24 percent from etate grenis. The metheds, new used far 
distributing these state grante emong the £500 soheel districts are lea‘ goly besed 
on the principle thet school cletricts, with the least resources, should recsivs 
the lergest grantd Tho proportion of state grants to total revenucs of sohool 
districts ie very unsqual, ronging {n 1612 fvom @€.2 percent in flrat olacs districts 
up to 40.3 percent in fourth eles districts. 

The formula, promess2 to ronedy % the weakneases in the present method of 
distributing stete gersnta to the echool districts, recognizes that the current 
menner of deteruining school dictrict reasurese, on the besie of eseceesd valuation, 
makes for inequitable troatnent of cortain clossea of school districts, sa well 
eg individval school éistricts. It is proposed to Gictyibute $1800 per 
teaching wit bascad on a pupll-teacher yatio of $3 in firat clase sohcol dis= 
triots, 30 in second and third clogs cohool districts, and 25 in fourth cleas soheol 
districts. Where it le not feasible for fourth oless echool eae to weintain 
teeching unite of 25 pipils, enoh emploved teachsr would be peesaeasa ae a teeching 
unit. Transportation would aleo be provided tn fourth clesa echool districts and 
state eppropristions from the prooesds of tho dedicated taxea would be continued 
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The plan of financing the 


$179.2 million per biennium, 
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ceipts tax, and the incur 


The coat of ths proposed 


for eelerios and expenses to oaunty oy 


similar oxrentes, would aroumt to ab 


anes of $8 million. 
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¢ of wore than thirty thousend popy 


the school districte, including % 
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superintendents end otner 


ition of a tex calling on school digtriet real 


Ba cy 


fitial seductione in real osteate taxation 


thirty and ¢ixty million dolla 


Por 


te=side educational minimim program through 


ional oppertunitise threaghout the 


treaned districts now conpolled to 


state, 


a. 
ners 


and 


the Commomrealth, Finally, the county unit 


plan would lead 49 insrevenent of echool edalnistration within each oo 


@ gubstential reduction in the high 
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overhosd corte of sista vetion in tho nore 


then 2500 school districts cf the Conme:wroalth. 


Ags of 1945-1945 etate srantsa, appropriated from the Generel Fund, for 
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would provides 
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5 * aed sate a 
L79.1 willion, or $59.5 million over and above rresgent grants fron 


the General Furd, 


Consequently, the Tox Advisory Committee recommonds 


(2) 


(2) 


(4) 


to 


That for the purpose of giving rellef to the public school syste 
and of bringing ebout a reduction in taxes on real satete through- 
cat the Councnrealth, state dedicated tazxe@ Lor sirsan paeeiees to 
provide 51600 per toeching unit be releed by a etate ented and 
compongating ugo tex et the rete of 21/2 percent ena by a shift 
of the utilities srore recelpte tax and the insurance premiums 


tex (atate ccllected) te the use of local school districts. 


i 
That the proceeds from the state dedicated texes for school pur= 


posee be apportioned emong the four Seater of school districts 
on the basia of ‘ £1800 por tseching unit with the folloving 
teacher-pupil ratios to be egtablished, wis: in first olses 
digtricta, S5 pupils per toschor, in escond and third olase 
districts, 50 pupile rer tsecher, and in fourth clinss digtricts, 
25 puptle psr tescher. 

It ie the sonse of the Tox Advisory Committee that a reduction 
in the revenue raquircmnts of individusl achocl districts, which 
will necessarily result from the proposed plan, will permit a 
eubstantiel roduotion in the echool district leviee on real 
eetiats. This can only be sasured by catablishment of ea coll~ 
ing by the Generel Aeserbly, on tha cnount, which may be 


asececed and sollected from real Kiene for gohool purpesos. 


That the county ba ¢etabliehed ag the unit of school adminis- 


tration, except thet mnisipalities, having a population of 


more than 50,000, shsll constitute separate school districts. 


a SF » 








Sore 


a 











Until 2951 public pdmini at ain > oylvania bi local 
a - c 
poor boards, which during the copy eston uvoved inadequate to deal with such a 
major economic on CLZSNGY » thig wes escoclaily true in poor districts conprising 
tess than s county, Géneralir, the post bonrds, coterminous with countios had 


heer, a a0 aoe eoepats be eee 3-4 ie. | scien Lene | ane sole ee Ce I ae ie eens 
better sdministration, aitheugh thar sos fallod to meot their rosponsibilitios, 

4%, re 6 OFF as gansta Tare peony yale wy, ¢ at x 2 meee el 4 3, 
Consequently, the Generel Assenbiy cnested a suecescion of speoial laws which, in 


1987, finally repleced ths inefficient peor beards with a completely centralized, 
state-finenes?, and statevadauiniotered ayntam of outdoor assistance with procrans 
for eee ly old age essictence, aid to dependent children, and blind 
pensions, All cases of inatitutional cars, exoept for mental diseases and cages 
that could not ce brought unfer the pregrems of the centralised system, remained 
under the nowlyeconctiteted comgy inetitetionel districts, 

public aésistance have functioned very 
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The outdoor reliof 
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weil ue to the enforcenen’t of uniform standards and reculations in every part of 


the ‘Gommonvres Yeh by the State Depertment of Public Aseletance, ‘The legislation of 


eetures of government by (1) removing all 
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1937, however, impoirsd 
locel responsibilit che caro of the indicent and needy, insofar es outdoor 
relief is concerned and (2) furthering an inorganic eeparation ef the various 
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snovofore, is to restore the principle of local 
responalbilit cy for the administration and financing of publie agsistance, without 


% 


losing any of the benefite acileved during the pest decade, This result can be 
Kesomhieanad by joint stats - lesal sduinietration and a a of public assistance 
wherein the state's Department of Publie Assistance determines the general principles, 


policies and minimum standards for all prograns of public assistance, cives considerati 


to the needs and requirenenia of the state end the various counties, and establishes 
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present functions of the inetitution Qistricha, now administered end financed colol 
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by the counties, would be divided, so het svory kind of Anstitutional care would be 


taken over by the state, while footer home care, othor forms of chile wolfere, ané 
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all cases of rolief, not cars’ for in tnebitubiers, would be mereod with the functior 
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The Comittee proposes to previde for the finencial requirements of such 6. 


rogran of the county boards of wihlic azsistence by a baste comtetbution fron tha 
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want aa ons ae ee iB rape ae ate eye Ua mice ea oe Ne ei uee: dea = es * 
counties with a Rojo pervion Gf the total cest to be cupplied by th 9 Stato, The 





basic contribution of the courbies should not exaeed 50 percent of the total expendi: 
tures (exclusive of federal grants), Ib is cetimébed thes the coimpies share of 
public asgistance, rancing fron 80 to 50 nereons, would not exesed $32 million and th 
reneining costs, or about GO porcent of the total, would. be provided by the state, 
This estinate takes into gorsidorehien the fact that “nere ere many countlos with 
greater neods end leas ability te peg for public assistance than the average. They ; 
consequently, WLLL nesd 2 —— dogroe of etete aid than those countler in nore 


fortunate sconozic circumstances. To assiot the counties in eseumin ig their share of 





public assistance conte, the 


tax, on the net income of unincorporated business be made evalleble to the counties ; 
a4 
es 


for this purpose, with the belaneo, nob so used, distributed emong the mumicipalitt 


Censcequentiy, the Tax Advisory Committee vecomnends 





the state and the counties 





Depsrtzent of Publi La Aeoletance se obbing standards and the 


counbles oontritutine 
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saviel portion of the amounts required, - 
i 


17 This recommendation ia repented and fully discuesed in Fart IL, under "New 
Sources of Roverue," and Part III, under "Renlleeation of Govarmentel Functions." 
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busineas at a rate cerzel to the Pave lmposed on LtheaPpore vod 
cd ache law Messmer a het wha aah Nes ne nee, meee eee Come 
business under the Vorrsvaie Net Inoone Tax Aot and tnaat tne 
ane nm Gop Show da ne 4° 4 O88 bo Dace Sag ae eats ; 
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Bats Be wea Dn te4 sr Shen $2. & made 4 doughs ~ fe 
Welfare functione, vreleting primarily to the institutional eare of 


indigents, which beenne the rtepousibility of the seunties and the Comnenycalth 


* a 


‘in 1987, with each meintaining th 





separate and distinct institutions, have 
beon further modified by the Mental Yealth Act of 1941, under which the gtats 
assumed vosponesbility ~ for nentel patients and all mental hospitals formerly undor 
the County inetitubion dloteiots, This acbion has lead to great confusion and une 


~ 35 Sid Fn ok PA we on en me 
nosessary duplication of fact ibice aud serviced. 


Institutional woltaze costes, mow adainisbered by the institution dietriota 





of the counties, have been 
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Comittsets recomuomiction would enifs theso eoete rnomyree., Genoral  Pand 





and make inetitutLonel welfars the sxeles: 
traneferg of property from tho local umite to the Cemmonvealth, as may be required, 
Consoquently, 4 the Tax Advis ry Comittee recommends ’ 
(1) Thet tnetitutionel welfare costs of county inetitution distriote 


be the exelugive responcibility of the state, bosh financial and 


adoinietresive, with such transfers of property as may be required, 


JUDICIARY AND CORRECTIONS 


The judicial and correctional functions are edministered by the Commnon~ 
wealth and the counties, with the couviien, 4n 1942, aseuming about 84 percext of 


o/ Thie reoommendasion 4s ropewted ava discussed further in Pert TI of this report 
under “Kew Sourcon of Rerome," 


e, With suon 
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vested in tho countiss, but they ava required by lew to furnish office aupplios for 
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such employes, soxviceos and guasiers as the judges in each county may request, 


The court omployes’, void bv the oc 
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counties, include cricrs, tipstaves, 
ss = ~ org n, acai Ba gyal an 28 oe a gt haat 2 Le Am § a ars 
jurors, stenographors, court reporters, and secreteries to judges. The county 
: ; 
t. a ge 3.9, mA ye 829-18 eco. awl ramadan Ve * ave ’ as 
aleo pays the feos of the minor Judiciary ard coneteblea and provides office 
v ed 


‘5 4 ita) Gai ig DOS. aa pean ee ree es) fr) ir, - ae 
supplies and equipment and abner sorvicsos, Under the Conmittea's proposed plan all 
sheas costs for the courte of sommon pleas, of over end terminer, quarter sessions 

A.%, 


and orphens’ courte, tho muniolpal ecurs im the City of Philadelphia, and the ou aunty 
? ‘i é ov 3 


: hn Taesent 
genet ia. the Count; 





wauké be transferred to the Commonwealth, The 
countice, however, would covvuinus to crovide the existing housing av sarters for the 
3 2 J i Sa 

courts. 
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Tho Commomvoalth and the ecuntliesa both exeraise the correctional functio 


gS 


which ineludes the meintenance ef pricons, workhouses, refermatories and industrial 


farms, At the present tine by the county courts to 


i, sontenced 





atate or gent~cteto ingtitucione, aro maintained at the expense of the ocunties., 
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3.9, 


Which pay a per dlom charge to the Commormoaltsh, If the courte decom it advisable 
to commit certain offenders to state institutions, there seoms LiGGLe gustifieation 
for oonmidering ths nelatenanes of such offenders as a matter of local concern, 

The correctional function, in its velstion to this type of offender, igs a mayser 


of the gencral imtorest and con be conducted properly only et the state oe 


It is logical, therefore, thet the state take over the entire responsibility, insofe 


as it applies to penal offenders committed to state and somiestate Institutions, 


from the counties, which have Little juricésction over either the judicial or cor= 

\ 

reotional espocte of this 
Tie transfer bo the svete of the costs of the judiciary, minor judictary 

ard constedlcs ané the matimbens noe of ponal offenders in state end sei eorate 


institutions will vrolieve ths sourmty of tisnnial costs estimated at $15.5 million 
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‘and $7 million, respectively, traneferring these costs to the General Fund 


of the Commnvesith. 


(1) That there bo transferred te the Commonwealth from tha 
couties the expenses, involved <n the employment of criera, 
tips taves, quPrors, atenographers end secreteriss to judses, 
court paportere, ena supplies for judges of the courta of 
comaon picas, of ocyor end terminer, quarter sessions and 
orphane* courts; aleo, in the city of Philadelphia, the 
miniclpal court, and in the county of Allegheny, the county 
court, With counties fumishing exiating housing quarters for 

(2) That the ae nso now incurred by counties in connection with 
minor judiciary and constables should bs placed upon the state, 

(3) That the state should bear the cost of meintenance of penal 
offenders in state end somi-atate inatitutions (without any 


charge being nade to tha counties), : 


ay. ae 


SANITATION AUD MDALTI 
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The Comitses rocommends oneouregoment of the developmont of municipal 
authorities to cons$ruct anc oporate trunk sewar lines and sewage disposal plants 
or a rontal basis. Such devolopmonts, would conatitute a promising step in 
dealing with intor-moniolpal problems of hoalth and sanitation and, likewise, would 
reliove municipal financos sines operation of such authorities would be financed 

: L é 
on a foo basis, with capital sutleays on a rovenuo bond basis, leaving the goneral 
> 5 ? é amen 2 
berrowing povior of mmicipalities unimpaired. 
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The fact that comumicablo disoasss cannot adequately be dealt with on 

thon of vital statistics is properly a matter, 


@ lecal basis and that tho collec 


st is recog nized by a recommendation of 
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in which the stats has 
the Committce for turning these functions over to the stat 
“Consequently, the Tax Advisor y Committee _pomeees 
(1) That encouragement be given to the alin one of municipal 
autnerities to coustruct and operate trunk sewer and seege 
disposal plants on a rentel basis, with eapital expenditures 
finencsead cn a revenuo bond basis. 
(2) Thet tho hoalth problen, $9 far aga it relatos to communicable 


diseases ané vital statistics, be deciared a state function. 


“aIcrTuays 

A more equitable distribution of the tax revonuss, dedicated to local 
highway PROC n seems varranted to correct cortain results erising from the 
present formula, whioh distributes liquid fuele tax fone &s each county pre= 
sumably on the basis of tho average amcunt of gasoline sold within each county 
during the three ysar porlod 1925-1930. ‘The Committee proposes, therofore, that 
highway aid to local governzents be revised and that both the presont liquid fuols 


tax formula and hichway grants to second class towmships be eliminated. It is 
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ing to a formula, based oqually on population and miles of 
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roads looally maintained within oach mmicipality. The use of suoh fuxds would bo 
limited to the construction, improvement and maintenance of roads, bridges, and 

a 
tunnels» 
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Tho Committss also proposes to eliminate inoquities, which now oxist. in 
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regard to the payment of lend damapes in eennestion with state hichw 
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by granting the Coumomtieealth the authority to lay out and construct stete hightiays , 
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bridges, and tunnels, paying all expenses, ineluding property demezes, without 
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local participation, except by Local consort, as is now tho case in rerard to such 
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state construction in boroughs end townships. 

These proposals would result, in terms of 1943-1945 revemne, in a biennial 
less of $11.3 million of lisuid feols tax funds to the counties ang 87 million in 
highway grants to second cless towmships. Nunicipalities, however, would z ProGeive » 
for the first time, $22.6 million of liquid fuels tax funds por biennium. It is 
estimated thet the Loss of state grants by the second class townships would be 
approximately compensated by their share of the liquid fuels tax. 

Consequently, the Tax Advisory Comittee recommonds 

ay Taat appropriations from the Liquid Fuols Tax be made avail~ 
able in the anount of ome cent per gallon to cities, boroughs, 
towns, and townships, distributable one-half on the basis of 
population and one-half on tuo miles of roads, such funds to 
be used for highvay, bridge end tunnel construe tion and main= 
tenance. Thesa grants tould be in lieu of prssont appropriations 
‘fron tho Liguid Fuois Fund and the Motor License Fund to counties 


and townships of the second clase. 


state highways, bridres 


ary 


nr a Si - 
and tumisls, 


co 1s out and const ab 
paying all oxpenses, in- 


cluding property damages, without locol participation, except 


. 


by looal consent. 


REVELUE SHIFTS TO COUNTIES 


RAD ALPERT EN SS I 





Tho Comaitteo'ts over-n11 plan 


incluées resomondations ‘ee corporate and 


munioipal loans taxes, now imposed by the state, be 


of taxation be taxed under the county pe 


state and federal building and loan snd 


to the county personal property tax, and 


> 


syconal prope 


ee tesae] * 4 
JAVANEES ana 


< 


ropealed and that those subjects 


ety tax lew, the stock of both 
loan associations be subjented 


write, wills, and deeds, and 


the fees on marrisgo licenses be shifted to counties. Altogether these proposals 


would increase biennial county rovenuos 


by $926 million, which would be avatlabie 


to the counties for genoral county purposes elf 


17 Thess recommendations aproar tn full in Chapter 16, Part II of this roport. 
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The over-all nst effect of the Tex Advisory Committee's proposals mw 
4 ae nat. cE Ss ater in ie rare me pareniE8d Pyne ala nay La: Ae n7 
be & biennial net gsin of 3141.5 million in revenues, evailable to the Commonweal 


end its political subdivisions. Ths aiatribution of this tax revenue increase 
however, 4a effected oy the recomnsndations concerning the allocation of certain 
functions and thelr costs, so that, while thore may not be an increasa in actual 
revenue in some inatances, there is a decrease in the demands upon revenue which, 
consequently, increases the amount of net revenue available for appropriation by 
the state or ite political subdivisions. The biennial net gain to local govern- 
_ ments aia aesuee to $110.7 million, a substantial portion of which can be used 
for reducing local real estate tax levies, The biennial net gain of $30.8 million 
to the Commonwealth would provide 40 ample margin to offset the revenue logs 
enticipated when the restoration of the manufacturers' exemption, enacted in 1943, 
becomes effective. Furthermore, it would more than compensate for the indeterminabls 
but slight, revenue effects of certain proposed amendments to the existing statutes, 
which levy the taxes on corporate net income, capital atock and foreign franchise. 
and other subjects. 

The net revenue effects of the Committsa’e over-all proposals are pre- 
sented in Tables A end B below, and aupported by Tables C and D, which in turn 


respectively, summerize the revenue chanzes, resulting from the preposais for 
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revision of the tax structures and those grewing out of 
; , & = 


Gliocation of certain governmentel functions and their costs. 
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decrgased $119,404 million, in terme of 1945-1045 revenue, by: 


Re ine (re Lu RE eae 


Trensfere of Tex Rovenucee 


Creag premiuse tax to dedicated fund for 


achool dietriote $ 16,401 
Groag reooints tax to dedicated fund for 

echool districts — 6-8 448) 
Writs, willis end cae nde tsx to comtise 0600 


\ 


Corporate and wunicipal loang taxes to 


seamties ‘ “8.400 $ So 04 
Decrease in tex Rovyermes due to Rate Reduct Lone 
Sheres tex on trust companies - from 8 to 4 
mille 2600 
Capital stock tax ~ from & to 4 mills end 
preforantial rete . 14.800 | 
- exenption of donsetie mitual 
Ingurence eompsnies 0160 
Intereat rate on delinquent taxed - from 6 to 
_ 4 percent ; e698 $ 16.458 


Taxes to be Reported: 


Liquid fuele = ono cent emergency rete, now. 


deposited in Gonerel Fund 3 22.600 
Steok trensfer tox | 1.100 
Domestic and forelgn bonus e800 
Spirituons end vinous liguer tex C0 


Rural electric comoperative corporetion . 
momberahip tex 0 006: 2 24.646 


freanefernd of Coste: 


' Judiciary costs - from counties to State's 
General Fund % 16.500 


Cost of mointaining a11 penal offerdera in 
gteato and semf-state inatitutiona — to 
be avcumed from counties by State's 


Genorel Fund 7.000 
County inetitution district ecate ~ to be 
segumed by State's Gonoral Fund 22.000 $ 44,600 
Total $219,404 
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Decreases in Tex Revenucs 
Reduetion of Motor License Funile ehere 

of liquid fuels tex from 2-1/2 to 2 sente 
por gallon ‘ 
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i tax (greas recoipts tax 
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franafer of Expenditure 
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There would ba e biennial net Enovacse of $28.967 million in state reverus 
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Motor Licengss Fund - Biennial 





Highrsy grants to escond clase townships ~ to be 
made from dediceted share of liquid fuels taz 


ome Effect at State Level) 
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steal "woedaeuges to be distributed to the 
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ra DOrs SMNAL 9m property 2 b00 
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franofer of Tax Revenuse to Sounties 


Berner =? and muvrieipal loans tax to be 
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licanes fees to to paid to sounty 
ingtesd of etate 
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Judielery costs - to be assumed hy strte $ 16.500 
Cost of maintoini ue penal offomlera in 
etate institutions - to be asecured 
by stat 72000 
County institution dietrict cost = to 
be aseuned by atate 22.000 $ 44.600 
Total $ 79.1¢ 


B, County revanute, ayelleble for apprepriation, Would be georsaced biennially, 


in terms of 1945~1945 revenues, by $44.6 million, by: 
Reduction 4n Tax Revonuasg 


Loag of one-half cent ver enilon of 


&’ 
licudd fuels tes new pa pri to 
counties 11,800 
- Transfer of Coates 
Tranefor to counties from state of 
partial cost of public areas enae 52.000 
tg Total 43.30 





2. Effect on School eee erenues 


Ae Revemes, svalleblo for echool dictrieta, would be increased biennially, 


in term of 1945-1945 revenues, by 21792126 million, by: 


New Ter Revenue 
Gorneral aciss end compensating vee tax 
et rate of 2u1/2 percent dedioated to 
echool districts $162.000 


Trancfore of Tax Revonu 


Dedication te sehcol cistricte of Gancrel f 
Fund's gresa premium tex plee revenue 


Pfect of revizion of tox 17.200 
Dedieation to school districts of Genoral 
Fund's prose r wens tex on publio 
utilitice plue revenue effect of revision 
of tex ' 9.928 
Totel 


$179 .126 
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cugha, tovne and townships ) 
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anially, in terme 


i828 ; mea Ve Rn x 4 ¢ 
Site would be ineoreased bier 
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ipelities fer highray pur— 
ale gallon of the liquid 
tng to (in millfons) 





eipalitiss would be decreased $7.270 pahiton: 


1943-1945 revenues, by: 


Reduction in Tax Hevrenuos 


26 ~ woid, 
Logs of State Grant 

Diece: ntimance of 
Clacs townships 


Licsnes Fund 


Totel 


Rot Effect on Local Reyenuca a 


There would be a 


ag follows: 


Counties (3) 
School Dietriote 
Municlpriitisa 


Lecal Goverrments 


(pemcecn ene era veeny es SARE EN ER REY 





now mede from Motor 


net biarmmial inere 


a tax on dorestic aces ineurence 


4P taxed by stats (2) $ «270 


highvey grants to second 





ease in revenuo availeble for local 


£112,574 million, in terme of 1943-1945 revenues, distributed 
Biennial Net Increase © 35.800 
Elernial Net Incrosce 59.657 
(3) PBiennjal Net Increase 15.350 
Piennisl Not Tnoreses $110. 687, 


See footnotes in regard to uninorporeted businese tex on pages £9. 

This would ef?fsot Philedeiphia o only. 

All of the stintewWadminiciered tax on unincorporated buainesees, recommended 
to be distributed to countica end municipalities, 1a oredited to counties 4dn 
this summary. 

Seo foctnote 2, Todle A, page 47. 
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Ineréase incre:se — Decrease 
Judicial | 15.500 15.500 c/ 
Corrections 7 «000 72000 ¢/ 
ineerwataeaet Welfare a 22.000 22.000 c/ 
Public Assistance 7 32.0C0 ~ - 32.000 c/ 


Grant 


State Grunts to School 
Districts from General. 
Fund © 119.569 a/ ~ = 119.569 a/ 


State Highvay Grants to 
Second Class Townships 





from Motor License Fund 72000 bf — _ + ~ 7.000 e/ 
TOTALS 258.569 kD 4ic500 458.569 


1/ The cheunges in functions invo. 
Judiciery - Transfer of cos 

from counties 

Corrections - All costs fo 

to be transfer 
Institutional Welfare ~ Al} 


LeAy 
or 


¥, Ginor judicisry and constables 

ral Fund). 

oifendsrs in state and sewi—-state institutions 

rom counties to the state (General Fund). 

ae or institutional welfare to be transferred 

| frou counties to the state (Geseral Fund). 
Public assistance - Gounties to assuse about 40 percent of costs of public 

. 7 assistence from stube (General Fund). 

Unless otkerwisa noted amounts are for General. fund. 

includes deficiency appropriations to be sede for 1943-1945 grants. 
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divisions of tho Commonwealth would show uet goins of evailable revevue from th 
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over~all proposals, as follows: 


Estimated Biennial Net Gai 
Political Subdivision (Saged on 1943-1945 State Revoniss 
Oa PE TOLER 179 SAH Dh MD ARES BIE Kalo baie a ae: et ae wea wai ron “ene ee et ee ee eee ee ond 
(in midadens 
School Mstricte $ 69,6 
Counties 55,8 


finicipalities (all classes) 15,3 


Corte 


Pe. TOTAL . $ 110. 


SOBRE TR RE OES 
NRE a 


> fy, mw = ra fa eS Ae . 5 A 
Tno biennial tote? not esin of O110,7 million 4m the revenues of tho 


Commonwealth's political subdivisions, wale would result from the over-all pro= 
potals cf the Tax Advisory Comatt tes, Toul po rade ® substantial and mich necded 
“Yeductien in roal estate or other leenl tasea, In the case of the. scheol districts, 
under the Tax Advisory Committes'sa proposals, the Commonwealth would underteke to 
support a minimm eduestional standard in all school districts, The Committ 

further reoononds that a part cf the inerecsed revemica, aegured te the school 
districts, be avalleble to reduce the gehool district tax on real estste, and that 

a mandatory cciling be placcd by the Goreral pees upen the texation of real 
property for school purposes, She tax Advisory pemtees estimetes that, aftor 
adequate provision for maintenance of the minimum educational areerers there 

Will be substenticl funds, available fren the procecds of the re tax and other 
state eotlorten taxes, esdioatod to school district purposes, to permit an appreeiable 
reduction in most districts, in the millage of the echool district real estate ie a 
RED! SUREBUTION OF THR BURDEN Of STAER J a amd py OCAL TAX SOURCES 

Analyais of the ostinsted net increase in tax revenues, effected by 


the voeanmendatione of the Tax Advicory Committees, chowrs thet there would be a 
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Unincorporated busine 
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eontvet bute $25 million, b biennially, under 
the now tex on net income, wheveas it le not now specifically taze? as such. 
Corporation taxes would be reduced by $15,700 million heer biennium as 


a result of the reduction in the eapitel stosk-frenchiee tax rate from 5 to 4 miils 


repeal of the corporation bonus ($900 thousand while taxes 
Le a 





° 


on specific business would be increaced by 61,269 million, This 1s the net 


FIREONE REE TOI) Oa 


3 


figure resulting from proposed emendments te taxes on speoifie bueinese in order 
to equaiise tanatd on within this group. Taxes on trust companies would actually 
be decreagod by: S200 theusend, bicnnieally, while the gress reseipta tax on utility 


companies, both privately and mulotpolly owned, would be incresced by $1,447 


million and the prors 


eS 


remjuns tax on insurance companies by $369 Ghougond, An 
additional 027 thousand, elcsnten ia, of tex vevenues from spesifie businesses 
would result from extension of the net cernings tax to credit unions and cooperative: 
associations, CGbher tax vevoruss would ssuow a bhemmial net deorcase of ~500 thousand, 
as a result of the repeal of whe ‘stock trensfer tax ($1,1 million) and the textion 
of stock of state end federal building end lesen and savings and loan associations 
($600 chousena). 

Pingily, end as alvoady noted, there would be a potential reduot tion of 
approximately 0110,7 million, blennislly, in loosl taxes on real estate or othor sources, 
Ag & result of FereEEes mide evaileble to tha Commerwenlth’s political subdivisions 


. 


by the over-all effects cof the Ts. 


i 


~ Advbeomy Comittes's plans 
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te Z ors 5 Pe ee ay 0 oy hes ¢ ay ee eo Aaa Inve +} ~-r5 r — 4-4. 
Tho shanges in ths tax structure, recommended by the Advisory Committes, 


= 
ie 


would result ina doterminab’s not increase of [141.5 m 


state and local revenuss. Tis increase would come largely from the proposed 


fe 


taxes on general retail sales, ylolding $152 million, and on unincorporato 


business, yielding $25 millicn, which ero estimated to provide a total of $177 


a 


2 


million, bierninlly. Tho major docreases in tax revenue would result from the dis~ 


eontinuence of the General Fund's emergoncy one~cent tax on liquid fusle ($22.6 
million) and from a general rete reduction from 5 mills to 4 mills and certain 
preferential rates in tho cepiteal stock tax. The decrease in biennial revenues 


from the oapitsal stock tax is estimated at $14.8 million, exclusive of tho revenuo 


loss (516 million), which will Pollow the rostoration of the menufacturors! 


exemption, as provided for by the 1943 General Assembly. 
p is : ¥ 


The entire bienntal sross increase of $239.4 million in tax revonuos, with 


SZ are 





the exception of $3,027 million for the Genoral Fund, would zo to the political 


s 


subdivisions of ths Conumonwoclth, oither by the dedisation of state or state- 


collected taxes te local purposes or by the transfer of taxos or tax subjects fron 


the state to the local levol cf taxation. The entire bionmnial gross: decrease of $97,8 


million in tax revonues, with the oxception of $11.6 million, lost by counties, 
am 


would occur in eatate revenues. ponsequenely, the biennial net increase in lecal 


tax revenues would amount to 


O 


eeede8 million, without any ineresse in leeal levies 
on tho prosont local tax sources. 

Tha biennial inergase in tax revenuss would be distributed as follows: 
school Gistrlats, OL79.2 millions sourties, $23.3 million; and municipalitios, 
$99.3 millions, It should be noted that sum of $25 million of revenugs (from the 
proposed unincorporated business ter}, whieh has been treated in the tablos as 


otential county rovenue, is recommenced by the Tax Advisory Committee for 186 
: 5 J ¥ 


first by the counties to help suppers their share of public assistance oosts, with 
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che unused } a GA8¢ J 
ceeds from the unincorporated businesses tex would be subjeet te further lecislats 
allocation between the counties and municipalities, 

The Commonwealth's General Fumd and its Motor License Fund, on the ethor 


1" aaa t 25: nee Loewe) 9a ee a &e74 eo ie 4 : 
hand, would show biennial net losses of tax revenues of $71.9 million and $11.4 


5 Las = Gmw wv L2ts se ; pion earn andy oA ead vane te So $ atm eect 
million, respectively, or $83.5 millien, in aggregates, Tho reduction in Gonerel 


Fund tax revyenuss would be the result of transfers of eertain rsvonues to school 
districts, $24.8 million, and to counties, 39 millions decreased tax revenues due 
Po) 


to rate reduations of C16.5 millions end the less of tax revenue from repealed 


INorea 8 in biennial tax rovenusa 
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taxes, $24.8 
would amount to only 92.027 million, compared with its gross dsore ass of $74.904 

million in tam revenues. In ths cago of the liotor License Fund, tax paves would. 
be decreased $11.349 million by réduation of the Motor Lisense Fund's sharo of the 
liquid fue le tax from 2-1/2 te 2 conte por gallon ($11.3 million) end by loss of 


highviay uss tex rovonuos, that is, the revenues from the groea reecipts tax on 


inter-state motor o garriors, ($48 thousand). 


REVEMUS EFFCTS OF REALLOCATION OF FUNCTIONS AND GRAMTS 
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Tho proposed increases or decreases of tax revonusc, analveed above. are 
& & uv 8 


only one of two factors involved in the fisoal effects of the over-all program, 


proposed by tho Tax Advisory Committse. Transfers of fanotions and their costs 


anong, the Commonwealth and ite pelitical subdivisions and changes in existing 
state grants would inerease the revenue domends pen local governments end decrease 


their press mtly available rovonues by 7114.1 million, biennially, while inereasing 
the total available revenucs of the Gorsral end lMotor License Funds by the sane 
amoun 


In detail, school districts would loso $119.6 million in state grants, 


while countios would agswmo a share cues 40 percont or » $82 million) of public 
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assistance costs, now borne ontirsly by tho Goneral Dumd., Tho resulting ino: 
bi . 
of £15 1.6 million in tho Gonaral Pumd's avellable revenues is partially: offsot 





by added costs of functions, tran to the states; judiciary 


tap be & CSE Gh EES ey te 
in state and semi-state institutions 
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$7 million, end, institutional welfare.- $22 million, an agcrofate of $44.5 million. 
The ovor-all no} incroase in available revonuss of the General Fund, ceceoneakinr, 
would ba $107.1 million and in thogsa of the ecuntios, $12.6 million. Second elass 
tommsalps would lose crants of OY millton from the Uiotor License Fund, whioh, oon 
sequently, woulé have its availebie revenucse inereased by the same emount. 

in summary, bionnial net increases in available rovenues, resulting from 
transfers of functions and changos in Brea, -wentd amount to $107. : ae for 
tho Goneral Fund and $7 willion for the hovor Liconse Fund, a total of $114.1 
million for tho atate, and 312.5 milhion for counties. Wet decroasss in available 
revenues, due to loss of state Brands » would bo $119.6 million for schools and 


67 million tor second-class townships (munictpalitios). 


SUIL'ARY OF REVS AD OTIR LPFucTS OF COMIITTUN'S PROPOSALS 
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the Tax Advisory Committss's proposals with kas bed te tho reallocation 
of governmental funetions and their costes among the caeeniey and its political 
“gubdivisions, taken in conjusetion with those recommendations effecting tax revenues, 
would result, in torma of 1840-1945 revenues, in a biennial net inorease of $141.5 


million in tax revenuss end, conssyuently, in the same amount of revenves, availeble 
7 ‘ 


= 


to the Commonviealth ard its political subdivisions. Although almost all this 


amount would rosult from ohenges in, or additions to, stato or stato-administored 
2 


(Qe 


would 


a 


taxes, the groatest benefit eaeeruc to lesal governments, which would recoive 


inereased biennial rovenuos of' $110.7 million, distributed as follows: school 


2 


districts, 959.6 million; counties, 35.9 million, and municipalities, $15.3 
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miliion. The net bicnnial incronze to the ctete would be $30.6 million, the 


difference between a net doeron: 


9 
a) 


of £4.23 million in Motor Liconse Fund revemes 
and a not ineresse cf $58.1 million in revenues of the General Fund, 
Ths changss effected by the Counitteo’s resommendetiong would mor 


equitably diaivibute the burden on state end local taz sourora; modernise and 


as 


rationalize the allicoation «? governrcentel functions and their costes eanmong tho 
Commomrealth end ite polities subdivisions; redetermine end simplify state grants 


to politics) subcivieions, particulariy to school districts; end permit a sub- 
stantial reduction in Iceal tax levies, 

In the finol anslye?s, ths Comittes's proposals would inerense iccal 
biennial revemer by $116.7 uillion, over and above any sdded cost to-er revenue 
lose by looal goyernnsnis, consequent to the Committee’ a reoommondats onge Thig 
encunt would 7 avellable to the po elit ical sutdivisions, without inoreage in their 
progent tex levies, so that it soprosente the potential reduction in levica on 
local tax sources mada poesible by the over-all effects of the Committee's plan, 
While it ia not expected that actual redueticns would approximate the potential 
emount of $110.7 million, the uranitude of thet figure asguree an ample margin 
for e substantial redu etfon in lesal real estate tex leviee, which could be 
effected without disturbing - and in the cease of echool districts, bettering = 
the present quelity of the functions undertaken by the Commomroalth'a political 


subdivisions. 
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PROVOSALS FOR CHANGES IN SPECIFIC TAXES 
CHAPTER 1 = CORPORATE NET INCOME TAX 


A tax has been imposed upon the net income of sertain corporations in 
Pemnsylvania since 1864, No general corporate net income tax act was enacted, 
2 
however, until 1525, when an emergency profits tax of one-half of one porcent was 


imposed for two years upon that portion of the net ineome of all corporations, ox- 
gept building and loan associations, determined to be derived from business trans- 
acted in Pennsylvania, by the application of a statutory allocation formula. 

In ose" a tax at the rate of 6 percent was imposed for the years 1955 and 
1986 upon the net income, derived from Pannsylvania business, of all corrorations, » 
doing business in the state, except building and loan associations, banking institu= 
tions, and certain insurance peau Immediately after its passage the consti- 
tutionality of this act wae aphelaem | 


This act defined the tax base to be net income, as returned to and ascer~ 
6 
tained by the federal government for federal tax purposes, less any texes paid to 


the federal goverment end excluding any dividends, paid policy holders by insurance 
companiss, doing busineas on the mutual or participating plan. It aleo prescribed 
en allocation formule, hereinafter more fully described, for the ascertainment of 
thet portion of the net ineone, deemed to be derived from Pennsylvania business, to 
which the tax rate is weciies Vi computing the tax liability of a corporation, whose. 


entire buginess is not trangasted in this state, 
1/ ee subehead of this report entitled "Net Earnings Tex", page 33, 
Ly Aot of June 2., 1923, P.L. 87é 
B/ Act of ay G, 1935, PL. 208 : 
a/ Section 2 provided: “#-ethe word ‘eorporation! shall not including building and 
loan associotions, banks, bank and trust companies, national banks, savings in- 
stitutions, trust companies, title insurance companies, beneficial, life and 
limited life insurance conpanioes, mutual fire, mutual casualty and mutual life 
insurance conmnenies and foreign etock comnenies registered in this Commonwealth 
anc therein engaged in doing business as life, fire and casualty insurance com= 
 eaphaal anc surety compsnies. 

co Paint end Varnish Co. v. Kalodner, 320 Pa, 421 
This was held not to violate Article III, Section 6, of the Pemsylvania Constitu- 
tion, which crohibite revival of a law by reference to its title only, since the 
act did not embody the Ast of Congress, vroviding for an income tax. éonmonwealth 
. ; vw. Warner Bros, Theatre, 345 Pa. 270, 
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deduotions worse allowed in asos: on y 4end 
roosived from any other sorporatic 
8 ‘ 

In 1957” the tax eas continvad fas the yoars 1987 and 1938 at the reduced 
rate of 7 percont end oxtongive anondsents were made in the procedural and enfores= 
ment provisions of the sot. Tho most important substantive enendment xe tho repeal 
of the thoretofore existing unqualified right of a sor poration, ming a majority 


of stock of another eorporation, subjest to the act, to make @ consolidated resort. 


2.4% 


The 19387 Ast provided Sho Hepa 


4-4 a 
Wy > EP os 
the uv 


mont of Revenue, in its discretion, sould grant 


‘the right to make consolidated roports to corporations, making eonsolidated roturas 
for federal tax purposes. 
6 
In 1989" the tex was ve~snectiod for tro nove years at tho rate of 7 persont. 
This act contained speclel provision for the allosabion of nes ineoms of insuranny: 
Companies. 
In rosy” the tax was outended at the same rate for the yoars 1941 and 1942, 
11 ‘ 
tn 1945. ue Sax sas rolmponcd for the years 1945 and 1944, but the rate 
«was lenenea to 4 percont and at tho seme tims tho deductions, previously allewed 


for federal incomo and excene profits 
«eliminated. This act, which te eurre 
| ; 


consolidated reports whatsosvor 


ie pointsd out obeve, all 6o 







building and loan assoolabions, which 


fe 


financial 4g 


vitutions, wiieh are sub 
Pia: dieudancs eompartas with the oxes 


or cone 7, 19386, P.L. 1le7 
Y 2s Act of April 8, 1987, Pile 227 
, Agt of Hay 6, 1939, Pole &4 
Ast of aay 20, 1941, tau" i 


Sea sub-head! aes Tas on Sh 
50 snd 33. 
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ced 


es" and 


veaxos im ascortainine taxable net itch wore 
nuly in-forve, prohibited the filine of any 


avd £4, 


rporatlons are subjeeted to the tex, exeant 
£ 2 


* 
{4 


certain 
i2/ 
o spooialized and exclusive taxes, and 


1679 KS not incomes in the uaval sense, 
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"Hot Earnings Tax" of this report, page 


wee 











' 

2 1 

Ba i 
, 
° 
\ P = 
‘ 
4 . 
t 
\ 
. 
‘ 
4 ° 
. 
‘ 
1 
é ’ 
‘ f 
a ' 
! 
. 
S 
‘ 
= 
~ > 
fi 
Lee 
e : ) 
: e o 
a , 
y if 








: 


= 





the taxation of eny insurance pany. 


the corporute net income tax is not appiied toe foreign insurance compunies, for 
they ure subjected solely to 4 2 psrcent gross premiums tax. Domestic stock life 


jectb bo any gross premiums tax, but are 


Coumpunies, under present lay, tre act sub 


y 


Subject to the capital stoce and the corpor:te net incuzie taxes. On the other hend, 

dowestic stock fire and cusualty compenies are subjected to three taxes, namely, en 
pS 

8 mill gross premiums tax, the capital stock tax, and the corporate net income tex. 


ke 


Furthermore, in crder to allocate to Pennsylvania its proper share of the total net ine 
come of an insurunce company for taxation, un elaborate formula, different from 


that, used with respect to obther corporations, had to be written into the act. 


> 


The application of this formuls te the net income, established for fed- 
2 p) 


eral tax purposes, which is also ascertuinea by a special formulzc, hes resulted 
Ex 5 8 


in, paynent of u surprisingly small smount of tax by the fifty or more douestic 


stock incurance coupenies, subject ‘ the wot. In 1941 forty-one compenies paid 
taxes of only $223, oes in 1942 forty-three companies paid only $49,029.41, and 


in 1943 forty-one companies paid only $60,660.22. The remainder paid nothing. 
Under these circtmstences it would seen to be desirable to relieve all insurance 
colpenies from the corporate net income tax. 

The base of the tax on net income is not entirely satisfactory in certein 
Ihinor respecta. 


1. The elimination of the deduction, previously allowed for federal 


‘incowe and excess profits taxes, brought the yield of this stute tax in more direct 


relationship to stute und national income and in line with practice in other in-~ 
dustrial states. This action hud the advantaze of enhancing the predictability of 
the tax, becuuse variations in the burden of federal income end excess profits 


taxes have been extreme in recent yeers. But, unfortunately, it incidentally elin- 


inated the deduction for feuerul Declared Value Excess Profits Tax, which is a 


13/ See Section of this Reports, entitied "Insurance Gross Premiums Tax", page 3° 
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cdeauci 


tr 


the Pennsylvunia A 


interest on state und municis 
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and, consequently, is a 
corpori.te net income tax u 


upon thet of state and 


rected by allovance of 


not otherwise 


been concemned in tne field 


3e A corgoration May 


Ue 


of its bonaholders, frou i 


e227 


peyrents aguinst ta 


ve weauctible as expenses for st 


‘lying tne feaeral rule does nob 


4A. The federal limite 
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Co -tsae 


individual ins 


obligations, is suvject to rederal 


; = 
GUeratr 


es net income to the federal governuent. However, 
obligations is exempt from und is not so returr 

t to the atate tax. Thus, the stite imp OSES ita 
e interest of certuin federal Aclaenvione: but not 
oblivuitions. This discrinination should ba cor- 
ion only of interest upon all federal s rities, 
iy since & somewhat similar discrimination he 

/ 
ank taxation. 
deduct federal incoue taxes, peida on behelf 

eral tax, beceuse the bonaholders may credit such 


cous taxes. These payments, ae should 
ite tax purposes, becuuse tue special reason under- 
exist in respect to tne state. 


tion upon the amount of deduction for cupital 


losses is carried over into the Stabe tex buse. Under the federal system the 
liwitetion is justified by the inupcsition of « swaller federal tex burden upon 
Capital guins then upem income. No such jusbificution exists unuer the state 
act end, accordinely, the decizetion of caulteal losses shoulda not be limited there- 


under. In view of this circumst 


the sale or exchange of capital 


5. 


The stute act pres 


the tax, upward in 


or dcowatwe 


ance, the deduction for net cerry over loss frou 
assets should be disaliowed. 


ently provides wachinery for the resettlement of 


a 
v 


© eg 
tae event the net income for federul tax pursoses 


is finully changed or corrected "by the Coumissioner of Internal Revenue or by eny 


other agency or court of the Uni 


be broudened to include those cas 


14/ See Section *®Tax on: Shures® 


ted States". This provision of the state luw should 


oS, where the federal income or excess profits tax 


of this report, page 99, citing Schuylkill 


if 
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Trust Co. v. Coimonwealth, 296 U.S. 


113, 302 U.S. 506 
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templates a'change in the actuel incowe of a corporation, arising from the refu 
of excessive profits, resulting from renegotiation of war contracts, & process 
which promises extended duration end considerable effects, on corporetion prolits. 
Under such circumstences siccifie provision should be made zor the aownwerd ad-- 
justwent of the state tax. 

6. Where & corporation osrticipetes in tne Piling of u consolidated 
federsl return, it is required to report to the state the net income it would have 
returned to the federal cgovernnent, hud ib filed seperate returns. Thet a carpore- 
tion is compelled to make this speculation is ieee es. The situation should 
be corrected, however, by auendment of the provisions of the act, deuling with re- 
turns, rather than those defining the tax bass. 

It is Sooeeeca that the corgorute net incowe tax report form is unneces- 
surily detailed enc burdensone to prepare. To souwe extent, this criticism is justi- 
fied, but the nees for tuig lies in adwinistrative reculaetion and not in amendment 
to the act. Administrative regulations, therefore, shoulda be brought, und kept, up 


to date. In one purticuler, however, the’ stututory provisions, dealing with the 


ee a ee se 
. 


tax report, should be chunged. 
The prohibition against filing coasolidated reports, where one company 
' - ows the majority of tue stock of enother conpeny, both of which ure subject to the 


a 
act, pluces unaue emphasis on individual corporate entities in un cffiliuted group. 


15/ 


In muny cuses this works a considerable hardship. Under this provision an enter- 
prise, eS a whole, muy be losing money, but may be subject to a very considerable 
tex vecuuse of the inability to charge the loss of tne one company ageinst the gains 
of the other. Certain stnedses faa it eitner aeete uae or necessary to conduct 
their affairs by weens of a number of separate corporetions. They should not bs 


confronted with the alternative of chunging their usthod of operations or of paying 


15/ c.f. National Transit Co. v. Boardmen, 328 Pa. 450 
Comuonwealth v. Luxenweld Inc., 340 Pe. 401 
Coumonwealth v. Repplier Coal Go., 53 Dui. 191 

Commonwealth v. Pennsylvania Sugar Co., 53 Dau. 230 

















a 
ct 




















ik er eee See eiwy! fly A ee om at ee ae atts eee 
purposes. ie CES rable L3SoM all aAQWaNnaslrative sha Wdpoint, CLnexye would Peem to 


no objection to the waking of an upplicution for tne fising of a consoliuaeted re~ 
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port, but the right to-file such a report should be aiscretionary with the te: 
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Where the entire business of u corgoration is not transacted in Pennsy 
Vanin, its net incowe is & a to stebe for tuxetion by epportionmerit 
frou the sules. of cupitel ¢ g ing of rezl estite and tensible proper 
Pennsylvania, ere 81 Ciliy spoorbianed ta bthe:state for taxation. All] other n 
income is generally apportioned by the explication of staututory epporticument fr: 
The specific apportionment, mentioned above, operates inequitably in many 
instances. Although capit 3, effected in Pennsylvania, are fully taxable, no 
: corresponuing ¢ deduction in tex is ailowéd with respect to cepital losses, sustained 


in the stabe. It has furboer een sugeested bhat the ee egportionuent of zains 
or losses should not be restricted to those oe frou the sule of real or tang- 
ible personal property. Comuon justice woule. indicate thet it snould likewise apply 
in thie case of exchanges of such property. Wether it shoula also apply in the case 
of unusual ssles or exchenges of int ungible property is questionable. Satisfactory 


application in such case would depend upon a determinution of business situs of the 


property in question. Pennsylvania law on the question-of business situs hus not 


4 


yet reuched uw mature or sbuble state of development. However, rents enc royalties, 
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Qerived frou real or tangible personal property in Pennsylvania und from putents, 
exclusively used in Penns Wivanie, after deducting expenses, could and should be 


specifically apportioned to this stata. 
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All net incowe, except capital gains of a corporation (other thar insur- 


ance coupunies), whose business i6 net wholly transacted in Pennsylvania, is gener-- 


ally uw sportioned by the present ect us 


Such net income is divided into three equal parts, allecated to the 
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All sales, fess, cod comuissions ere assignable to Pennsylvania, 
except those negotiated or effecbed by agents "si pegities at, connected 
with, or sent oub from™ prewises maintained outside the Stute. 


Rents and royalties from property situated, or pabents, used in the 
: state, are assignable to lt, es are elso all Gividencé und interest, ex~ 
cept these attributable to kusinegs, conaucted at prewises oubside the 


Sbabe. 
It will be obsexved that the above generul apportionment formula follows 


thet provided for the allecation of the capital stock of a foreign corporation te 


Pennsylvania for taxabion. While in general the formula is satisfectory, in order to 
correch serious ineyuities, the gross receipts fraction should be further defined so 


thet the Cenominator a Aaciues only such clas Se s of gross receipts as are con— 
Sidered in the numerator. 
In view of the suggestion made ubeve (page 3) that all domestic stock in- 
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surance compenies be exempted from the corporate net income tax, it is unnecessury 
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to consider in detail the special a Jocetion formula, prescribed for them by the act. 
Briefly, their net incows is ayporticned to Pennsylvania by the ratio of their gross 
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preniums, received fron Pennsylvania business, to their btotul gross prewiums 


16/ See Comnonwealth v. Eaglis Corporation and Pomnpainetee v. Rust Engineering Co. 
a hi 








. 
j 
' 
’ ee a 
) ; “i 
if 
-, _ hg 
’ 3 zy : ' 
7 f 
‘ 
+ “ 
ct 
\ 
' 
( 
1 
c ‘ 
i 
. 
, 
- ¥ ’ 
. 
, 
. 
, 
. 
‘ 
i 
y 
\ . 
: t 
, * 
POs ' 
' . 
2 
' \ 





or gross receipts, fraction 1s almost impossible to apply, because both passengor 


fares and freight charges ere usug elly collected in full at the point of origin 
through to Napernation: ireaie the leiter be inside or outaide the state, and it 

is not practical to break down ths rec ilpta, go col ected, between carriage charges 
in end out of Pann: sylve nia. The other two frections, however, present no difficulty. 
It is, accordingly, suggested thet Clierstionary powers on the part of the taxing 
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In the cese of companigs, opsrating om a calendar year, the act requires 
that the tex be paid one-half on April 15th, tho date wren which tex reports are 
due, and the other half the follovin & esmparable provision is made in 


the case of companies, filing upon a fiscal year b sis. Regerdisss of the merits 
of the tiine for the filing of reports, thera seema to be no good reason for payment 
‘in two installments. On the othor hand, the provision unnecezserily complicates 
the calculation of interest upon ¢elinguent payments. A provision that in each 
eases the report and pzyment of tax shell be due. five and ome-half months after the 


terminat:ion of the pericd for which the rsport is made would simplify the situation. 
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The corporate net income tex is unstable, but it is directly responsive 
to economic changes, end its yield can -be predicted within reasonably narrow limits 
on the baals at national end stete income, 


the yield and, because, of all corporate 
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taxes, the tax cn net Income la most closely related to fe eat +o pay", this tax 
would seem to be a logicel aslection for tha purpose of Be the vresent ex= 
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3 iy See Report & #10 of Joint State Government Commission, entitied "The Economic 
ReSources end Related Tax Problems of the Commonwealth of Ponnsylvmia” and 


dated Januery Jo » 1245. 
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Furthermore, + 
tax statutes of moat other atatea. & refuetion in the rate would have a Gesirable 
effect in encouraging business to leeste and expend in Pennsylvenia. In eny 


event, as the needs of the Commonwealth very from time to tine, the rate of corp= 
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(1) Calender and taxable year. 
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subsequent yeers, and @ rovarkuo.s eonsietency in ylelis pweovatled. However, wiser 


federal war profits Sexation becae effective im 1241, the state corporates net incom 
tax base was greatly altered, 

The high degrea of comelation of the ylalds of the corporate net jucome 
tax with State income em be demongtrated by usin ; (the lew year im the aslected 
period for both state incomes and the corpexate net income tax yield) as ea base for 
the years, 1926-1940, inclusive, and measur ing the relation of tax ylelds end state 
j{ncome in excess of the snounta for the basie year. The pertinent data are presented 


in the following table: 
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Coumouwen Tih wv. Pomeroy 's ines, S44 Pa, BSE 
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siéa tho state, sspoolally since tha aepite. 

it is alee claimed thet they right deter emiz mnteg Lyon « re into tue stare f 
tax reagous and that they make t e te gine practice qubjoct to eapricaoue change ot 
the part of the taxing officers, deuyita the Leng line cf deaistons on the subjoot 
“Om the other hend, t Lemzuage | tone boom vesisted, besanse of 








the fear that any alteration tn the cletwbary wording (%s 
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enon “atiato) fantetons end thus would be arovocative 
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of litigation. It 4s fait that the 
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‘largely met without unsettling the decisional las: by appropriate ehan 


ed nancy. aes Sere een ade a=. Sin yas, Pe ae ee vanmamaieian nf “ha Sons Py oe ae 
untéion affitevis om the report ov sore atuiler receknition of the doalgions olse- 
wa. 4 his yavinnets FA 9e 
Waere - 1m vag PoOparS T6i5ts 
. . s 
n: Ae, aren, Ao h pot a te equate deus t do ne cy A i - 
In arriving at the weluation of the eapiteal eteeck of a sorporation for 





_ tax purposes, serteln of ite exacua ere none Saxctbie basause the tax is imposed upon _ 
(26) | (27) 


: me ” AS . . as ede nested ¢ wy dth Lady se gry h Ae Ea ent 2 & Te RL 
| property. Asserdingly, “hot portica of ths eapitel, invested in Vederal securt tiee, 











and es le pra- 





an inventoriss ef imoorted re 





perty beyond the juriséieticn 
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Te a ea, ro: I ae ; Pe iaine are TSE ta see BC] Ps a a ee alma A | bn he 
Certain hoidings a2 e( other corporations alee hava been hoid to be 


Monetarable" agcets om the exounda that there would otherwise roault 4 Las aaresaienia 


im taxation. ‘hus, sheres of steck of ans ther Pat subjoat to the seins wtook 
_tax, have been held be nontaxable eee, 
Holdings of atock of forelem corporations, not liable to the capital etook 
(81), 
Ce ake 


tax. however, were held to ho texablo beoauso such holdings are intangible propore 
§ ea ; ; § 5 


tyre ae ruling hed oortain inequiteble asposta and it was legislatively changed 
$2) » 


' 4n 1927, when i$ was provided that so moh of the investment in shares of an GUIs 


iliery company, 22 represented property sutaide the stats, ahould be exenpted. This 


Comonrealth v. Stenderd OLL Goo, 101 Pa. 129 

Commomyealth vo Lackavanuna Iron & Goal Cos, 189 Pao 326 

Broan ¥. Maryland, 25 UoSe 419: Cook v, Pennsylvania, 97 U.S. 666 
DeLo & WoR.R. Go. ¥> Feunsylv oe 198 U.S. 341 : 

{ Coumommealth vo Sheuengo Furnace do., 255 Po. 285 


Commonwealth vo Sunbury Converting Worle, 286 Pa. S45 
2) Aet of April 20, 1927, Pai, 68" 
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providing that, whore a domestie sums Bhall on tho majority of the che 
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= Pa b Pam awe om et Ak Ae gl cone eh anaes awe cy hae oe ee Pe Sas a 
another ocmpany, oO mac th thores?, os reprocents jroperty entelde tho atate., should 


be exempted. : 
The mothed, by whioh the exeuption of none-taxeble agseta should bo made 
effective, wes dotsrnined by aeppertioniag the value of the capital eteck asoording t: 


the retio which the whole taxable acsets bere to the tot 


en thie decision war reducsd to atatutosy form in 1931, 


(36) 


In 1985, eg a part of the energonty tax program of thet year, foreign 
corperations, doing were eub josted to a Franchise Tex in 


(37) 
lieu of a capital 





eee oe ‘es a r) ee) 
tex wae impesed by mwoang of anori- 


UE ci 


& Jam mot hbo tt Ah ws > Mine Bands Bs Binge m yom Meese Rep a ° of a 9 oy Shoe = 
ments to the Capital Steck Tax Aot, thun smphselizing the clote raletionghip between 
a Cd eC eee ee Tepe | 4 | a ee mare da sae eo t ; Se ee 
the tvo taxes. This tax, like the eapital stesk tex, used as ite underlying clement, 


tho value of the entire canital stock of the compsywy, but allocated thet velue to 
Fennaylvania for tazation by the use of Praotiong, similar to thog: pregerived in the 
sirultansously enacted 
incomes. The dstalle of this allocation feruuia are discussed elsewhsre end will 
not be repeated here. 


Tho most immertant result of the tez vas to impose upon foreign corpora- 


‘tions a more equitable proportion of the burden of taxation. Aga was said in 


Consaeroei ty v. Columbia Gas & Electric Co., 535 Pa. 209, in which the cons titutic OE deo 
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» (38) 


i: 
a 
Bes 


ality of the jax was upheld: 


wk 24 boeseme the practice to tex only se much of the canitel 
stock of a foreis wporation ag the ratio of tangible essets 

in the state bore to all essate of the -forgien eorporations 
wherever eltusisd. Under th ervengonant forelgn corporations, 
treneeoting a lerge part ca bias business here, esoaped their 
fair ehere of the tex burde eghe aaa of forsiom corporations, 
so far ag they were ccupricad ¢ of Langibles, were wholly freo 

of tex notwithetarding that thsy may have played an important 
pert in the conduct ef the comp fae "s local bugineas, Tho old 
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- (83) Act of June 22, 1931, P.L. 887 7 
(34) Cormonmesith - Union Shipbuilding Co., 271 Pa. 403 
(35) Act of dune 2, 1931, P.L. 685 

(36) Act of Hay 18, 11955, Polo 184 

(37) Arrott's Estate, 322 Pa, 367 

See under subha ad “Corporate Let Ineomo Pax 
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F (40) act of Uay 27, 1945, P.L. 762 
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in favor of foreircn 
tions, over the 
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apital, exployed in mamfacturing, 


laundering, and the proce assing of mate wes repealed fo 
(89) | 
1937 this repeal wes mado permensrt, Howeror, in 2194 


two your period, In 


en aot was pesged, ram 


es 
ry 


stering the mamfacturing exemption on Jamunry 1, 1945, or the firet day of the 
year following the dato of the corsabion gf hostilities in the present wer, which- 


ever ig later, The act ales provided fo 


* 


tion, of the capital tests of these Poreten cenparies, not wholly engaged in regan 
fecturing, by exeluding the Founsyivariea assets, wages, aa Bote receipts, m= 
pleyed in or resulting from manufeoturing, fron the numerators of the allocation 
‘fractions, 

The substitution of the franchise tax for the sapitel stock tax in the 


ease of foreign conpaniog materially inorzeaved the revenues of the state, but, al~ 


though the figurc use been varLously setineted, the large number of factors involved 


ake: any estinate uarelieble, The olimiuetion of the manufacturing exemption wea 
estimated to Increase vevemos further from $15,000,000 to $20,000,000 par biemi: 
with the pre abilities favoring the lower Signe, 


With respeet to tho allocation fermula, the seme criticlens, expressed in 


the seotion dealing with corporate not Lacon ‘tax, are applicable here, The two 


formulae should bo brought into conformity and the wages and gross reosipte, allncae 


ted to Penneyivania, ag uced in the second and third fractions, should be dstormined 


‘dn a why Bore nearly approximating aetualities, Here also diseretion should ba 
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e 21 « 


¢ the allocation to Pennsylvania, far tana« 
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given the taxing cfficers tc accepts end apply 


In 

S 
‘ey 
od 


gross receipts fraction in the oase of trans 

As steted aesigee the Pundamental base 
the oppital stock ae. namely, the value cf the 
ever, since the capital stock tex is e property 


« 


the ‘aseets, hele to be non=texable for capital 


rcation companios. 
oz the, frenchise 


tax i 


the company, 


3 | 


ax, and the franchise tax is not, 


6 the same as 


stock tax purposes (discussed above), 


are not necessarily sx cermpted’ for franchise tax purposes 


‘te order that ths bases of the ¢ tae taxes ahall c 
: | 


would seen desirable, spscifically, to extend % 
tax bases the ak ae 18 of the 1951 act, exenptt 
(43) 


50 percents conned, 


it would likewise seem to be desirabl 


- 


States eecuritios, nationel bank ghey 


(44 j 


in the original packages in the ascsi ye or 
; (45 } 
Furthermore, the formula cf ths LOSL 


coincide, therefore, it 


o the ase gortaimn rent of the f’ranchies 


ne sheres 


e to exempt the value ae: 


or Bu 


sidiarios more than 


_ tho franchise tax base, 


United 


oud inventories of imported merchandise 


act, for eee the exemption 


of non-taxable agsets,not applicable to the capital stock trex, should be extended 


to the franchise tax, 


aTy Commonwealth wv, Standerd Oil Co,, supre. 


2 


Comnonwealth wv, Skyes, 53 Deu, 26 


ommonwealth v. Quaker Cate Ge. Dau, 3, 350 Pa, 253 
(42) c¢ ay Quel te Co, 52 D 406, 350 FP 53 


(43) See footnote (23) guna 


(44) See footnote (27), (28), and (29) supre 
(45) 
Ine. 53 Tau, 76 


Be 


See footnote (35) ¢ guna. Judicially suggested in Bexter, Kell 
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expected from any arbitrary mstheuatieal formule, soastimes resulta in inequit 


a) + A ne ae 2 
end even absurd, results, both in the cases of the franchise and the corpornte ne 
income tax. Although the courts havea generally aoproved the feirneas of the formula 
they have indicated that adjustments must ba made to avoid inequities in certain 

(46) 
unusuel cases. In other states, having someshet aimiler taxing statutes, speciir 


statutory suthority is vested in the taxing officers to sdopt alternative methods 


of texation,where the application of the statutory f rmula produces inequitable ro- 
sults. 
A similar provision in Fennsylvmig, however, would seem to be undasirable 


It would inevitably lead to the oxertion of improper pressure on the tarving suthor-= 
ities in certain cases; it’would delay the scttiement of aecounts,which, in view of 
. the self-assessing provision, would result in wndue accumulations of interest; and 


. 


this state, it might bring 














beceuse of the numerous taxing personmali,required in 


about inconsistencies in taxing practice that would contravone the strictly construed 
? {47} . 
.| uniformity clause of the Pennsylvania eee ee Furthermore, the power to meke 


equitable adjustments now exists wae is bia "s law. in the Board of Finence and 
(48) 
Revenue. By leaving thig power where it now etna denger of the invidious resulte., 


outlined abovasei lt de pees minimized. In the past, the Board has not always 
been es diligent as it might have been to exercise its equitable power::. This, how- 


_. ever, is not a metter for legislative enactment; it 1s a matter of administration. 


- 


(46) Conmonwealth v. Columbia Gas & lectrie Co, 556 Pa. 209 Turco Paint & 
Varnish Co. v. Kalodner, 320 Pa. 4&1 

{47} Article IX, section 1 

(48) Sections 1102 end 503 of The Fiscel Code (Act of April 9, 1929, PL. 343) 
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Penneylvania's tax syetom, Friov to fal, it produced a greeter shara of the goen= 
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H 5 fam t- Sede yo a imenits andre Be ee Be gy op wa as ta a Fae 1.0, a 
eral revenues of the state than eny obher texg and this wae tine even afte: tho ex= 


faedsunly deonaaunes ecnsumption tances on liquors, beer, and cigarettes, os woll as 
the corporate net income tex, were enneted, In the 1941-1945 biennium, however, 
the capital stock-franchiso tax, ©@ A revenue producer, yielded first plece to the 
corporate net incomes tax. 

Furthermore, sines the tax is iecceatd oN jal, Ae reacts sluggishly 


‘to economls conditions, As 6 orinolvel gempomen’t of the etate's tax systen, this 


relative atability has creat advantages, but this-very stability makes 1t especially 


onerous upon corporations, because, ty the came token, ite burden doea not vary with 
ability to pays 


1 . ~ ” > a 
Fe 


As hae beon domornstveted gloawhare ia this report, the burden of taxation 


fact 


upon corporate enterprises in Pennay 


a 


vania Le dleproportionately heavy, The manufsac=- 


tJ 


ae exemption wos, in part, a roeor of this fact. In addition, tho menufas- 





turing exemption Luslenonted a polley ta oneoursge manufacturing in the atate and 
thug promoted the ubiilsation or Pennsylvania ts Seniibabiy appropriata resources of 
lebor and raw materials to the advantage of its cltisena, . 

; | _. ‘The preset Plourising condition ef ths state's finances makes possible - 
the amelioration of thse excessive tax burden en corporate enterprise. There are, 
however, con: liot ane idcas ag te whet form thie relief chall teke, On the one hand, 
it is sugzssted that the relic? sheuld be horisontal and that tho capital stook- 
ranchise tax should be vsdueed generally fon 6 to 4 mills, Onthe other, it | 
is atwcant ed thet the marnufsa Jobing -« semption be immediately restored, that the 
preferential rate, heretofore eujayed by con saat stook fire and marines insurance 
q sompanios because of thelr unfavorable cox rpotitive situation, be roinstated end 


ioe 


thet recognition be siven of the oquelly unfavorable competitive situation of the 


afm 
3 








coal min ing end tho o11 oxtraction tz ury by the anplieation of a preforoncial 
rate tc capital so employed. 


Tho mam facturing exemption has strong claims to primary consideration, 


It was in force during the fifty years which aew the development of Pennsylvania’ 


ng 
industrial pre-eminence, Furthermore, it 1a the subject of a “promissory note", 
of reasonably certain, though indefinite meturity, now on the statute books. If it 
be asserted’ that the menute oturing oxempbion tg inconsistent with fis theory that 
all enterprise should bear a share of the tax burden, © partial answer is to be 
found in the co porate net incone tan, the bulk of which 1s -paid by corporations, 


engaging in menufacturinge 


fei 


Elsownero in this report ib hae been shown that domestic stoak fire and 


merine insurance co i ale heve an oxcellent case for relio?, in the form of a re=- 

















duction of this tax from & to 2 mills, 
An even stronge:’ case can bo made cut for companies, engaged in coal min= 


1 major. industry in Pemsylvania, directly 


ag 
ae 
By 
{a 
co 
puts 
t~ 
t 
£ 


‘ing. Coal has always been 
employing thousands of hor citizens and indirectly supporting a large vert of hex 
e@conomie structure, In 1940, $1,041 anthracis e workers ond 117,852 bituninous work- 
CPs Wore eaployed by the industry, Bitunincus coal is mined in 28 counties, where 
59.6 percent of tho poyulation of tho state resides, Anthracite coal mining is 


sonecentrated in 8 counties, bet the population of this crea 1s '14,4 peroont of that 


of the state, While the depondonce cf ths areca in whieh bituminous coal is ninod 


variog. 4% is, nevertholecs, gubstantial, The 9 anthracite counties, however s denend 


chis Sty on mining as there is littls other 4ndustry in this area, 


T&S) "See subheading “Insurance Grogs Premiums Tames", po 37. 


= 25 











ie 





















q oa These lines cost [159,000,! 


he ee am DP enfin a pecans jae a ‘ 9 ee pe are . ; > ach ode 
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‘from the State to escape adverse sconomie o7 tam ccaditione, the ea or 


ee eee 


33, where favorable oonditiions prevail, 


Mv 


ocal can, and does, gravitate to leeallti 


Furthermore, coal has to mest the competition of other fuels, of which the principal 


one, ell, has received the equivalent of a federal gubelay in the form of the “Dig 


: (50) 
and Little Tush” pipe Lines. ; 


It is a matter of common Emozledg: that Pennsylvania's bituminous profuction 


has lost considerable volyme te other states, Ths decline in the Pennsylvania 


f 


cuilanen to industry, which is more aneccaptithie of demonstration, because all anthrooite 


or, eee $ Sats a oaie aaeumale ant: 
| is in Pennsylvanie, ie cren worse, 


In the bituminous industry a net profit rer ton was realized in only two of the last 


twelve yearns smounting to $,008 in 1940 ane $,087 in 1941, The annuel everace 


loss per ton from 1936 to 1941, lnclvelve, was $,058, In the anthracite indust 
> . : FJ 


there was a vrefit rer ton of $1905 in ISf0 «nd 8,062 im 1941, The averare loss for 
te a ‘ ao 


~ 


ths pericd was 5,197 por tom ond in 1988 a ices of 6.849 per ton was gustained, Tven 


nore significant a8 the Pact thet the total assets of the ieiueuae industry, a3 of 


December 1, 1951 wore 792,258,000, whevaas on Decouber $1, 1941 they wore 


572,000, 000, a decline of 53 ercows, all of which occurred in Pennsylvania, In 1981 
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anthracite cecal — for-an everase of $5,235 ver ten, shipped, while labor costs repre- 


sent two-thirds of the cost of sroduckion, In 1945 this ooal sold for [5,88 per 


ton, but there hed been an imerease in hourly wages of 29,6 percent. By 1944, hourly 


@arnings had inereaced to 145 cere rent of these paid in 1951, 


Meamhilo, state and lensl tenes, paid by the anthracite industry, dooroased 


from $14,651,000 in 1931 to $12,974,000 in 1934 and to $11,588,000 in 1941, 


3 Although taxes peneinene despite the imposlcion of the corporate net inoome tax in 


909 end sre tranaporting o11 into the national 
mariet for Pennsy venta eonl at a rato equivalence to more than 116,000 coal 
tons per dar. Anthracite production of dsep-mined coal for the four nonthe 
to December 31, 1943 averaged 108,783 tons rer day. 
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out the state and from competing fucls, and that it 1a in serious financial aiffie 


at 


culties, despite it $8 ability thus far to meintain a fair wage eoh edule, it is apparent 


thet the state, as a netter of pollo, should give this industry all possiblo help, 


It 4s,accordingly, recomended that a preferential capital stock tex rate of 2 milla 


be epplica to capital, setually ard-exelucively engaged in the mining of coal. A 


we 


gimilar ease can be meade cus for the of] extraction industry in Pennsylvania, which 


Be? 


exploit ts one of the state's natural vesources et a distinct competitive disadvantage 


with the same activity in other states, 
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- Recognition (1) of the special slains of the four industries, just cis=- 
cussed, to proferential tax * end (2) ef the fact that all corporate enters 
i 


prigs is rela tbively teo heavily tex-burdesed in Pemaylvonia, ia within the realm of 


a ibid although, of ccurce, it ig dependent up 2 careful correlation with the 





state's budestery re » Subject to the acelse ascerta armont of the state’s 
immodieate fwoure ncods, ib ia recommended thet the cepital stock-franchise tax rate 


be reduced coneraliy to 4 milla, % setuaiivy and exclusively engazed in 
Ee ae # rf a aed ee] 
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eeal mining and ol] extreevi 
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om, and the enpital of domestic stock fire and marine 


ingurance companies be taxcd at the reduced rete of 2 milla, thet the prospective 


exemption of manufacturing capital be undisturbed, and thet the 10 mill rate upon the 


or distilling and selling liquor, be retained. 
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sie $70,000,000, A filet reduction of 1 mili in the 


tax Yute 2.,000.000, of which $8,000,000 would ropr« 





turing oapitel, If the exemption of manufacturing 


(61) “On the bas?.s of the manufacturing exeaption amounting to 6 $15,000,000 red juction 
‘dn tax, Ses po 2h 
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tries, bo ascertained by applying therete a freetion » tho mmorator of whi Loh shel] 
consist of the tangible Prepersy, employed tm such industries im Penney lvani QB, and the 
denominator of whieh shall cengist of all the tangible property of the company in 


Peansylvanin, Tho latter will, of course, be the same as the nunsrator of the first 
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general allocution fraction, £iGho proposal is susceptible of obvious refine- 
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mente, they would add te tbe IM ls felt thet the method rescmmonded will 








have the virtues o simpllediy and cages of pp+ication eid that it will be substan- 
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the pre tive exe Lom of menufacturing capital 
from the svockelyenchise tax be undisturbed, : 
That the cenitel stockefrenchise te rate be reduced to 
four mills, 
That a preferential rate sf not more than tro mills a 
applied to i, engsesa in coal mining ond ofl extrece 
tion in Pennsylvania, sna to the -capital of fire and 


Marine insurmce companisa. 


That the portion of 





~_m> 


ngaged in menufacturing, mining, ado 


Pennsylventa be as DY applying 





allocated to Fenusylyeniea, through the 
eo oe b+ 9 Bo EL a fone o.., PE 
Presont etatutory formule, a ‘rection, 


employs 
coal mining, and o11 extrection in the 


Genominater of which is the total. 
in the state. 
That the present mathod of 


— AS a . 
domestic ingurance ea 


gent coveras 
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miseetica in 
to the capital, 
ion of the 
the numrator of 


in manufacturing 


state end the 


Valuing the cepital stock of 


the tex be undisturbed. 
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tengible proparty, located 


pearies for capital stock tax purposes 
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PP. re ang of Avere. 298 
Total Total Taxes State Incoms 





(in mi millions ons | 





1923-1925 (Combined } 26.0 $6,149 
1925-1927 ( 4 } 24.8 6,356 
1927=1929 a ) 20.5 6,587 
1929-1932 £2, 284 SE 17.9 8,775 
1931-1953 1, 997 18.5 4,773 
1833-1935 51,482 phy eel 4,216 
1935-1937 53.053 17.4 5 , 046 
1937-1939 41,937 12.9 5,416 
1939-1041 8943. O52 13.7 6,052 
1941-1948 49,436 15.1 8.075 
1943-1945 (fst )47, 319 56,940 14.5 10, 076 


From 1923 to 1935 the Gepital stock tax ylelds show a general correlation 
& ¥ s 
with state income, despite a slisht deviation in 1927-1929: Direct correlation, 


howsver, cannot be established, because capital stock tax receipts have shown greater 
| then average ‘noreases, in tines of incres wing state incoms end less than average de- 
. ereasss, when state tncoms declined, For exemple, capital stock tex receipts in- 
ereesed £1.35 percent from 1923-1925 to 1929- -1931 and ‘decreased 23.0 percent between 
the letter blennium and 1935-1935. In the seme perioda, estate incane increesed 10.2 
bercent and decresssd 37.8 peresant, 1925=1935, the capital stock 
tax was the Generel Fund's lerzesth end most relisble revenue producer, despite the 


growth of tha inheritmece ter, which euupessed capital stock tex collections in the 


cue to extraordinary eollsetions,. 


Pend the suspension of the wenefacturere’ exemption in 1935, as an emergency measure. 
increassd biennial collections from this tax by an estimated $20 million. If this 


| ount is deducted from biennial collections roe 1935 to 1943, it ¥2) evident that 


‘oy aan heen very etable, revealing much 


= 


tho same pattern as in the 1923-1931 period. 
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The net esarvings tax wae first ispoeed upon nertain sorporations 


(1) . 
1664. - This act also impessd the tax upen privete ban’ers end brokera as an 
. (2). . , 
alternative to the grogs receipts tex, then in foros. So far ag ite applicst: 


to corporations was concernsd, tro net ecrninge tex wae originally degienetad oo 
0 p “ ashe e+ inom Manet op capt ob me ie —_ ID ones . 
a "gatchwall”. tax, ieee fe to sey, it waa deviaed to tex all corporations, not 
otherwise taxed. Thug, in 1864 the tex wee imposed upon all corporetions, not 
an d : 
(F 


ef 


hose deya the corporations , 


ce 


paying e tex upon dividends or tonnage. Syen in 


subject to the net earnings tex, wars Lindted in muthor, bsesuse mont corporeti one 


_ were liable to psy e tax on dividends. 


The tax has retained ite cherseter ae a “satch=-all" tax aver sinos it wes 
- (6) 
fivat imposed. Thue, in the 1878 ‘tear codifvicatien it was imposed upon those ser- 
porations, not lishie under tho sane ast to a capitel stosk or Hoan veoal pls tax. 
(6) | . 
In the 1689 codification ef the. tax, whioh, as noted, theretofore applied to 


certain ebrporot ions end iridividuele, waa regirioted to those oorporetions, not 
: (7) (6) 
subject to the taxss, — by the Gist or 24th sections of that act. The 


. tex de still imposed under the provisione ef the Act of 1889. 
Ae a practicol matter, the only corporations, subject to the tax fron 


1889 to 1943, seem to have been savings institutions without sapital ate Hew= 
(9) | 
ever, in 1948 the Attorney General ruled that it likew4se applied to ROnESER SET 
} | (10) 11) 
agricultural corporations, having cspitel etesk, cooperative credit associations 





bm (1) Act of April 306, 1864, Pol. 218 

- (2) See Subhead of this division,entitied "Private Bankers Greas Receipts Tex", p. 62. 
| Impoged upon certein transporte tion comeantea before the advent of the 

utilitios grose rscelpte tax. 

Aot of April 24, 1844, P.L, 486, See Division I 

Aot of dune 7, i879, P Poe 112 (Section 10) 

- Seotion 27, Act of Jumo 1, 1889, P.L. 420 

' The Canital Stock tax 

The gross preniuns tax . : 
Formal Opinion No. 461, dune 28, 19 
Formed under the Act of : 1 30, 1929, Pol. 1201 
Fermed under the Act of Vay 25, 1933, P.L. 1076 





of the sane reesoning it 1 ould sea that demestic mibtuel insu 1C@ Comsunies sl 
Likewise be subject, 
Sections of the Act of 1389. The act, however, hes not been so udministered by tha 
taxing ene aren of the State, Dowestie mtual insurance cou unies should be 
Specifically exenptea from this tax for “£5008, Btuted in the discussions on in~ 
8uraunce gross prewiuas tex. 
Building sad Loan associutions also would seam to be subject to the tax, 
although it has rever bean collected from “them. These corporations sure not presently 
liable to cither 4 capital stock CY StOls premiums tex. Prior to 1937 they were “ 
liable to & tax on their fully puta Shares but, unlike the tax on shires of bank. 
ing institutions, this was not Specitically provided to be in dieu of 11 other 
_ State taxes. hese ussociutions should be specifically exeupted from the tex for 
tne reusons, stated in the discussion of the personal property tax. 

The rube of the tax is three percent and it is iuposed vee the "annual 
net earnings er income.™ 4 the case of sevines ins stitutions Without capital stock, 
the only Corporations, frow which the tax hes been collected, this lenguage hes been 

construed to mean the incone efter payment of Ninterest" to iwenbers upon their "de~ 
posits", It hes, therefore, actually been imposed upon annual additions to surplus, 
estavlisned out of caznings, Althougts its yield has varled, depending upon the ine 
terest rutes, ann nuelly udopted by the imnesgers of the savings institutions, as rell 
as their gross earnings, it hes produced vatner substantial revenues in the past, 
. (13) 
. Considering the smell nulaber of compenies taxed. 

These sevings instituticas ave operated solely for the benefit of, and 
the encouragement of tarift eens, their depositors, and cave, therefore, enjoyed 
& preferentiul tex Status im the pest. The tax has ingosed souwe burden upon then, 
(2) Forued unaer the Act of June 12, 1919, P.L. 466 


(13) There axe only Seven savings institutions without cupital stock, 
doing business in the Stete, 


a 





but it is 


é - 5 ~ = * > ta t ? 
s £8, O28 2 é ees . 


subjected. Furthermore, these institutiona kev bean wpooifically exe 


paying @ personal property or aorporate not intcus tex unon their holdings 


Although they opsrate generally in the beuicine yueld, they are not wholly com 
petitive with other benking inatitutjeng and, hence, there ig no objection te 


- their preferential tax atatua on thie score, 


Pe a oe fee | me Bee es (ees See | mais ; went san 
The Cooperavive agrioulturs!] es¢eciationg 2 Mentioned shove » Would seen 


. to deserve « similar preferenas, and for analogous reasons. 


(15) 
Credit, unioug ere exempted by the ast, under which they are sreatad, 


from all ciate Sees and, yst. = the 5 ane act, they are declared %o be 
“institutions of gavings". They likeviss are operated solely for the berefit of 
their menbers. tadicariy, they should be aubjested to the net earn ings tex. 

- The retention of s "eatchaall” corporats tex in the state's tex syaten 
is desirable, elthough conceded ly the state has. not fully availed seers. cf the 
possibilities of the net sarnings tex in the ae Soms such ro should be 
provided to digtribute a shere of the coats of gevernment upon new and umeuad 
Eartorste forms of entarpriss, which have appsered with inereasing frequency in 
Fecent evetre. The net earnings tex should, therefore, be retained in ita present 


orm. It should not be altered w impos@ tex on enumerated corporates entities , 


but it should be applied by tha texing euthorities to all the corporations, herein 


} Aisoussed, which are not eubdjest to aon other form of state taxation, such as 


rae ee ee UT 





OE el 


cooperative corporetione, except sural eleotrics scoperativs oorporations, and 


oredit union, Corporations, net te be mede subject to the tax, such ag building 


end loan essocintions and mitual ingurenes companies, should be specifically 


exempted from the tex, 








(14) See subhead "Pergonal Property, Corporate Loans end Munieipal Loane Taxes" 
of this division, page 110. 

(18) Section 23, Act of Mey 26, 1933, P.L. 1076, 

(16) For axenplo, in the cago of ocoperative seqgociationa end mitual 

al companies. 
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Whet aotually ie intended to be toxod is the ennual addition of aceratio 


to eapitel, surplus, or Working funds out of recaiuts, it gh uld ba m 


4 . Was wey + : na 
thet this mans svcrotions, eoming divestly or indirsstly ont of 1 ceiria; 


otherwise, the deer will be Opsn t6 sany syaaten, 
RECCILEND Av TOW St 
SSSR EIDE 1 OEE LER LE 
atate tax; 
2. That it be extended to eredit unfong by aporopriets amend= 


ment to the est under which thsy were croated; 


ia! a 


S- That it be exyresaly appied te ell oo: operative corporations, 


: eee eae Cre ee 
exeept rural slectrio cocnerative sorporati ong 


-4,. That building and leen, federal eavings and lean aggoclations 


and domestis mutual Ener urance conpanica be apeaificnlly 
exonptied TD tez; and | | 

6. That the tax bese be wore epocl fs son definsd, as eet 
forth shove. 


SEEM TAK COLLECT TONS 


Ngr BT BARWINGS TAX 


OES TCE MRED BEE EC CR. Sir 


. Amount F Percent of . ' Amount 
Biennium (in thousands)  Totel Terese Biennium (in thous ands ) 


1928-1925 _ $206 " 0.15 ° 1933-1985 68 1e4 
1925-1827 168 0.12 1935-1987 339 
1927-1929 202 0.18 «198 7«1989 245 
1929-1982 i3i - 0.68 1959-194) 208 
1951-1983 2a 0.20. 1341-1948. : 70 

| eee 306 


= 


a/ ictual and estimated. ; 
i = 36 + 7a 


Persent of 


Total Texes 


0,08 
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me le de dae eh ff %. be oyster sy a by aS | 24 
denond by the fect thet it has been retained, sub 


ta 


tentially unchanged in prinetoic 
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ng tno Insurance busi- 





ness. It bears a dirsot rolationship te the rolume of that business 33 and, since 


a 


from the very neturs of the busiucss, reserves m2 3% be aot Up, commensurate with 


volume of thet businsss, the burden of the tex Likewise variss with the amount of 


assets, exngegsd in csrryving Por many years the insurance business 


SS 





has been expanding ond an eve nevebelng sunber of people have been contributing to 
the aggregate amount of preniuns, Since the tex is ip ncluded in the premium “Load= 
ing", thie cireunstaves gives Lt some of tho aspects of a bread bage tax, 

‘The tex, Prom ®% practical gtandpoint, however, 18 a tax on insurance 


bd 


business, which is omtircly corporate in form, rather than ‘upen persons -paying 





insurances premiuns, It is nob a “eonsuegtion® tex, as such taxes are commonly 


i> 


understood, I: is rather a menus of distributing the burden of tax ration vpon this 


; - 2 Ss ce Hnwate Tate d 
very large ond increasingly important business, 


Despite tts obvious advamtages, the tax has never been extended to all 
domestis incurancs companies nor hae it beon applied as = exclusive method of 


taxing these comesetic companies, upon whose bu imees it has been impossda. 


2 
, im L677 a gross premiums tax of 8 mills wae imposed upon the "entire 


) 


emount of premitms roocived” by domeatie dneurence companies, except thore, doing 


5; Act of April 4, 1673, P.L. 26 
y Act of Isreh 20, 1877, P.ls 6 
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| 2/ 
A sonsebst similar previston was cnacbed in 1945, when one-half of the 


tex ylelds, derived 
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Act of June 1, 1039," eek, 84 
Act of June 28, 1895, 
Act of April 30, 1935, 
Ast ot May 12 Te ig 48 4 P a lo 259 
é ne 65 c——] 
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ing the tax base. Under thse lest of this « srieg, the 1939 esate, dAcductions are 


aii aniounts 


o 


permitted in the osse of both foreign end domzatic sompenieas for 


turned on policies cancelled or not taken and all premiums received for reinaur 


Thus, the state Looks to the company, plecing reinsurance, instead of the retusvure: 


for the tax, site eres such domestic comp 


pay the tax, may, in sédition, deduct "that portion of the advenced premiums , *** 


returned in cash or credit to menbers of poilie 


contracts”. No comparable nrovision is msde concerning divideads or bonuses, paid 


c 


policyholders in stock companies, alt shough there wa 
enactment, supra, respecting premiuns of foreigu life insuranes companies, This 
anomalous situation would seam to re gul re correction. 
iL/ | 
In 1917? the tax was extended to apply to the premiwne, derived tran 


Pennsylvania business by foreign companies, not euthorized to do business in the 


Btate, It was mado the duty of the person or corporation, entering into a can- 


1463, a8 are required to report and 


{ 


suoh a provision in the 1911 


= 
, 


tract of insurance or reinsurancs with such a compey, to deduct the tax from prea 


Iniums and pay it over to tha state. So far aa reinsurance ig concerned, however, 


this provision only reaches domestica canpenies, because foreign canpeniss, reg= 


. . ? 
iatered in the state, which make their reinsurance contracts outside the state. 


152) 
Breclost f 
are aot subject to the provision. With respect to reinsurance of thia nature, 


therefore, domsatic compemies vould sgem to be at a competitive disadvantage, be- 


ceuse the tax is generally absorbed by the company paying it over to the etate. 


ect. 321; May 6, 


107 tects of June.1, 1911, P. .L. 607: May 17, 1921, P. S 
| O35: May BL, 193% 094; May 25, 1939, 


P.L. 526; Mey S31, 1933, P.L. 1 
P.L. 212; May 25, 1939, P.L. 213 
Ul/ Act of Tuly 6, 1917, P. 
iA 


12/ Connecticut General Life “Insurance Co. v. Johnson, 303 U. 3. 77 
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The tex on shares should be rebained as the mathod for fexing banking in 
stitutions in Penneylysmia. Section S210 of the Revised Statutes prov ides four im= 
tually exclusive methods for stata bexation or nétionel benks. They are ss & tax 
on shares, (b) a tax on Givi donds, paid to the holder of the sheres, (c) a tex on 
nst incoms end (a) a tex according to net ine — The limitations upon the tax on 
shares have already been discussed. & tex on dividends 1s limited by the rate of 
the state's individual income tax. This method is not practicel under the construc- 

| : (28) 
tion of the tax clause of the “tote Constitution by the State Supreme Court. 
Taxes on or according to the net income cf natlonel banks are limited to & aka no 
higher than that impogead upon the “ANG Gis of other cor oretions, doing business in 


the state, The latter is, therefe ore, legally evalleble in Pennsylvenia, decaves the 
| (29) | 


corporate not income tax is imposed on other corporat ions. 
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Under such « tax, however, banking institutions would not dear a conmen- 


surste part of the total ter burden ané the revenues from this source would de 
cheracter ized: by the dustability, which is inherent in a tax, measvrad by net incons, 
tt musi be- remembered that national bents can be ¢t axad by only one of 


the four methods specifies in section 521°, They, unlike other corporations, can-= 


not, in eddlition, be subjected to the capitel Stock tox. It hee bean shown “thet 


gee teres nai aoe ans “ 2 i ep . a ane 
(27) Schuylkill Trust Co. vy, Com., 296 U.S. 113, 302 U.S. 506 
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(28) Kelley v. Meloduer, S20 Pe, 120, Bubcsher v. Philadelphia, 333 Pe, 497 
(29) Act Of May 16, 1035, P.L. £08, aa rosnacted by the Act of Mey 7, 1943, P.L. 21) 
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1925-1927 by 332 
1927-1929 7,030 
1929-1931 201 
1931-1933 


1933-1935 4,813 
1935-1937 hy 207 
1937-1939 8,747 
1939~1941 
1941-1943 
1943~1945 Eat, 7,266 





In the period, 


ing Forla Wor I, was warked by « decided 











2uhO 4,216 
Teed, 5,046 | 
3,52 — 5,416 
3.05 6,052 
3.08 8,075 
2.86 10,076 


1923-1931, the expansion in the oanlsing: business, fc Liow-~ 


of benking institut pions, Waich rose fron $3.0 willion in 1923- “L925 to ¥9.2 million 


in 1929-1932. From 1931 on, however, 


irregular und subject, epourently, to 
Was probably the benk failures of the 
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by adding together capital, surplus, ana undivided profits, with certain deductions 
it is not to be expacted that revenues fron this tax will be particularly responsive 


to economic trends, for although additions to surplus tend to decraase somewhat ae 
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bank earnin RES decline, The as earnings nays not veried in close relation ats gens 
“eral economic conditions. dith derge investments in federal securities at low rate: 
f interest, seen ous Cash Dalexces, and restricted commsreial and mortgage loans, 
bank earnings from onerations heve declined, despite a rise in state income, and 
are likely to continue to do so in the future. Generally, the revenues from the 
tax on oe of financiel institutions, apert from the questicns of bank failures, 
ere fairly stable in depression yeers, tut have shown little response to improved 
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Building sud loan and fedars sc ings and loan sascelations are sholly 
exempt from taxation in Pennsylyen fa. ah ile these co Iporations cannot efficiently be 
taxed like other corporations beesurses of the neture of their business, 1t would seer 
only equitabla that they shoulda bear some share of tha cost of government. Monay 
now invested in their shares, would be direcetly taxed umer the personel propertye 
corporate loans tax, if oer in obligstions of other corpo rations, end ie eeuta be 
also taxed indiractly wider she capitel atock c shares tox, if invested in stock 
other corporations. Phe presen’ situation, therefore. aff site to tk 3 investor A tax 
exempt, but privately-onned and pe ivately-operated ft eid cd investment, from which 
the returns are faisly comparable to othar investments. 

On the other hand, these agacc lations are quesi-mutual in nature and are 
created to foster thrift rere gans extent, to encourage home owning end building 
aMnong the people. Ag such, they may be said to have a traditional preferred tax 
status. However, this preference should not apportain in eo far as their operations, 
end such funds as may be invested with them, do not directly subserve these desirable 
‘social ends, 

The aifficult question of tho extent te which state building end loan ( : 
; / ay 
associations should be subject to tex was sati lafactorily solved by the Act of 1897, 
which imposed a tax of four mills upon shares of en association, upon which dividends 
or interest were paid, but specifically exampted unnatured sae liquidating sheres 
Thus, monoya, invested in an association for the purpose of obtaining an incoma 
return, were bexed in & manner siniler to other personal property, but moneys, 

“pata into the e.sociation to one widats an mortea.e and not primer ily to obtain in- 


; (2) 
coms, were exempt. This act, ease, was mci in 1937 because of tha 


yy - Aet of “June oo, L897, Po be 178 


(2) act of March 15, 1987, P.L. 178 
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from state taxation by Aet of Comerasa. 
ae 
However, im 1939 ‘the federal atatutea was amended ta vomait the abate 
to anpoRS upon the federal oszostations a tax mo greater than that, imposed upoa 


"local mutual or scoperative thrift and. home finaneime institutions", The way i: 


therefore js Open to tax the interast of ¢ a ieh. cadasiue shares of both typee of ore 
inten of organiz ae in the came mance x Y and to the sane extent bs euch sharas 
of building and lean associations were taxed prior to 1957. A provision accomplish: 
ing this result misht be added to the County Personal Froperty Tax dot, 
REC OMMUNDATION s 

_A provision, imposing a tax, ere to that, formerly imposed by the Act 


of 1897 and made applicable to both etate and federal building and loan and Ba7~ 


dnge and loan agscoiations, ahould be added to the Personal Property Tax Aot. 





TT Mithorized by the “Heme Omere Loan Aet of 1933", 49 Stat, 128, 12 
UsS.CoAs 1464 


(4) Amendment of August 10, 1936, 65 Stat. 1402 
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corporate recorus, accordingly, be Simplified. 
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imposed uyon those foreign corsorations, subject thereto, aoes not operate equit- 
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ably. Since, 4S 4 practicel mtter, conus is comauted on gro 
in tne state, a foreign Company, requiring & neuvy investment in such Seen 
more heavily ourdened then another foreign compeny, though transecting an equal, 
or greater ‘yolume of business, those operations do not emits such an investuent. 

The Giscrimination ageinst foreign corporaticns in the c«se of merger 
has already been hee ened. | | 

The inevitable effect of these inequulities and uiscriminutions is to 
make Pennsylvinia less attraétive to corporate inuustry, tiereby ulscouraging 
employment. 

In the past the enforcement of the bonus acts, especially with respect 
‘to increases in capital, was uost uifficult ond generally ineffectual. While | 
this ere has been somewhat aia tie 1939 umenuments, insofar as 
aouicstie corporations are conse ned, the imposition and collection of vonus from 


foreisn corporations still remsin uncertain und unsatisfactory. Tmnumerebdle 


= 67 = 





' ‘ eel 
: w 
, a 
i 
ry 7 
. 
A 2 
‘ 
’ : 
N 
t 
4 
} 
, 
. 
’ 
| A 
i 





pili at i La aT 


Won Walon Lore Ley POR ; f 9 cS ) ( 


bo | af, ermine the PEO 2 oi ty) teas 3 ba « ) ‘ i ; bse j Ole eae * if f ie 
difficulties are in pert due to the vasuenes 0 
precise base, wron wh ’ bia 1e 
measure, reflections of in wie by vp 4yon € 
OPERD o 
i) 

Lt 1s pertinent t thab no cete uses enn sy lve 
in subjecting foreign corporations to fe S compureble to the bonu 

An analysis of orgenigation und registration fess end taxes of the 


ct 


Several sbates discloses that tke Penasylvunia bonus, beth on domestic and foreign 
corporetions, is the highest in tne Unien. This certainty tends to weter the loca- 
tion of corporations in this State. 

Since 1939, ull corporations, lisble to tue puyment of bonus, ure sub- 
ject to the burden of filing reget but only & comparatively smell pranontion 
of such reports disclose any uctual bonus liability. For exemple, in 1941 only 
439 out eT 20,000 dowestic corporsutions puid bonus. The consequent 


futility of waking up the grest mujority of such reports has resulted in wide- 


x 


Spread cisreyurd of tne liw, with resulting sduind strative problems on the part of 


tne stete. This is especizily true in the case of word buna or Sout of existence" 
corporations, which file no corporate tax reports, but ee ure reuuired to 
file bonus reports, ee in no case is thers eny possibility that such cor- 
porations will owe any bonus as « result of such reports. 

The revenue, derived from bonus, is most naan e and does not eppear to 
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be related to economic conditions in eny marked Boat, Lt is coubtiful waether 











the atiount involved justifies either en annual report from wlnost every co 


tion, Going business in the Stute, or the eduinistrative personnel, necessary 





hundle these reports, perbiculerly in vlew oF tne 
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smount. On the other hand, = subs 





the registration of Yoreisn 
~RECOMMENDATIGN: — 
; That tne acts imposing bonus on ccmestie ana foreign corporations 
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be repealed. 
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1923-1925 & 4 g/ 0 $6. 

1925-1927 3 S61 « L0 5.8 
1927-1929 $2.85? ei ‘ 6,£ 
1929-1931. 1,247 6,4 
1931-1935 335 4. 

1933-19235 206 BSZ 

1935-1937 . 645 1,292 

1937-1939 448 1,166 

1939-1941 225 F GL? 

1941-1943 230 Ss 1, 588 

1943-1945 b/ 215 939 





a) Combined Total 


b/ Estimated and ectual 


~The corporation bonus is the laepost of the minor hax" revenues of 
the Commonwealth, wieRouph its recgipts in 1941-1943 represented only 0.3 per- 
cent of the Commonwealth's totel tax revenu in thet biennium. A review of 
the above table reveels no relation between biennial revenues snd state inc ame 
and the erratic pattern of tax receints marks this source of revenue as most 


unstable and unpredictable. 
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light: companies, but linited thea taxable groeg ressintg to those reseival fron 


buainess, don® wholly within the State. hie Latter provizion was resesatiated 


by the desision ef the United i tetes cuprame Court, which heid that rsoeipte , 
| \s) 
derived from intersteta scmerse wlext net be taxed by states, The reseipte of 


foreien eonpenies, derived frou buainess carried on wholly within the State, are 
tte 

fhe 23rd apotion of the Ast of 1688 has besn snended ten times end the 
lagt eix of theas enénimsnig dealt, in the main, with the inersaged rateg, in- 
posed by ig emsrgoney texse of 1938-1 836, and their continuation in eubsequen’ 
yeera. . 

In 1025, following an attempt to hold ie! debate liable for the tax 
on receipts, derived from eleectrie light reir tialal the lew wse ameded to relies 
mmnisipslities oo the payment of the eae _ in the sane year receipts from trans 
portation of freight or oll by eny entity and of waterpower and hydro-elestric 
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companies wore made subjest to the tex, In 1927 taxi-sabs were snecifically 
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motor emrlin ‘ : 
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(15) 
In 1832, by separate act, Snigyviduate and companfes, engaged in the 


ness of carrying pagsengere and freight for hire over the higwreya in motor vehi- 
else and tracklese trolleys, wore subjected to ea tax of & milla on grossa receipt, . 


In the cese of interatete operations “he ten is detarmined upen euch portion of 


grows Fooety 328 ia represanted by the ratio thet the xuuber of miles of routes, 


= Be psty Pe | a B amis cm ‘Tt 4 ee ee ee, a Cer & tae sen i Sia 
operated in Penney syivenia, beerg to tha total mileage opprasca oy the eompeny- 

| Bn ae . 4h cared. 2 as ee ee oes Sot News. he ey ee Me 
ductions agsinet the tax are allaren Cot sufi? texes, pold by such sarrlora ue 
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Le tha state for the racltetration ef 4%: 


wohicles. 
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in 1936 section 23 of the Ast of 1689 wae further emenied to sxemps 


etree pagaonger ralivsy end trestion coupeniss from the tax, and, by ths gems ast 


to 5 


municipalities, operating ® utility goryioe, wore aubjected to the tax on go mesh 


of their grosa re e3 were derived from business done euteide the limita of 
the mnfleipality, operating the public wtility service. 

It is interesting %o note thet, while the gro@s recsipts tax is imposed 
on private eoupanieasdoing a peetiewlar else of tuainess, the tax on municdpali- 
%iea 49 not impeced on & clase of usiliny buginers, bat on grove roosipte, derived 
from any, publde whe \lity buginess. Thus, while privete water companies are now 


gabjest to the tex, 1% eppeera thet, where a menicipality opere tee aweter supply 





(10) Bay 13, 1927, Pols 1004 

(12) April 25, 1929, Pole 662 . 
(12) Queker City Cab Co. vo Comm, P77 U.S. 389 
(13) June 22, 1931, Pal. 624. . 
(14) Mey 16, 1956, P.L. 200 
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the valuetdion a9 mado by some stete body on no uniform baste. Furthermore, wary 


power plenta are Llesated in sparssiy estiled eswanind? ies, While the greeter mcbor 


Yel 


,OF eonsumsre , mt shou ld beve the benefits of any veal estate tex on suok plant; 
liva’ re comunities, which weuld reeetve none of 14%, 
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% ed = Be 9% ee cece, h sul a me “ > ho anyone # 3 
The coupenies, which poy the grose roceipte tax, also pay the capital 


stock and corporate net income tex. Mo other business 4s prseontly subjest to ths 





payment of three stete texes, exe 


panies, and in the case of thaae ecpenles, the corperate net Insens tex is nogi 
t g i" 3 8 


Tt te submitted that it ia gound to astabifion the nespt that 20 texpayor ghould 
be called woen te roy wero then two state taxes, with the exesstion of utilities. 
Es as ade 


% 


where a third tax is rorhkeaps 4ustified hessauce of the real estate tex exomption , 
i } 


noted above. slang tax on p utility erecain reesipte a affo eds a gimnls end inexpensive 


method of ene ee reveme in lieu of a tax on the escontial corporates roal ag@ 
tate, Since veel ontate ie not taxed Por state purpesce, the reyonue, derived 
Prom this alternctive, chenld ba ehifted to lesal sovernment. It weald suosth 
out theo nate ure ef the taxation of utilities for atate end lecal purpeses. This 


tax may ba used to reliewe the wurden of texoe on raai estate fer the aupport cf 


the publie scheele. Pe 
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Water somponies haye never boon subjected to the goss récaip 
Whilé the reecon for this exeugiion ts not elser, it 4s probably due te muio 
ownership and operation in thie flald, which aevelopsd sontemporansously with 
privete water company development and to the prineiple thet the cost of neces 


necedas 
ties of life should ve kept sa lew as possible. There may algo have been legis 
lative hesitation in taxing nrivate companies and exempting minteipal plante- 
Recently, the gitustion in the publie water supnly field has completely changed. 
With the development of the outhority forn of operation, the Works of many 
private couparnies have been gold emi the tex. revemas of the Coz monvrsalth hare 
secordingly boen effected. fhe extent, te whish authorities have spread, ig 
referral to eleowhors. 

Water supply utility business, operated by a tmaxnisipality or an 
authority, ie not a governmentel funetion: it ia a proprietery buginese. The 
ehnstdiisionet provision, authorizing the exemption from taxation of pub iie 
properly, crag not apply to property, eperated in a proprictery capacity or by 
an euthoriiy. Yet the act, eveating muinisipeal authorities, exempts then fron 
all taxetion. This exemption, of neseesity, creates a differential in rated 
fer public service between eonsursra, whe receive eervics from privately 
ownesG companies, subject to capital steck and corporate not income taxes and 
to Frierai texog, and these, reosiving eervice from manisipally or autherity= 
ovied tax exonpt properties. I+ 45 quite elear thet nest mmnicipalities are 
mot engaged in the utility tusiness for the gole bencfit of consumers, for in 
1843 the mmtoipelly owned widlid Wee hed aggregate profite of more than 
$13,000,000. . ° 

In order te Pree the destruction of a lerge pert of the utility 


tex base and to prawent the shifting of taxes from certain commnities to ethers, 
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utility. business, opersted oy t Gi 64 ond ¢ iopliies, it la frankly 
admitted by proponents of municipal euthorities that their eucvossful opreation 
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is due in lerge part, if not almost Ganily tex exemption. fhe gross receip 
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tex is the Logical tax, WRiCh May be Alapeoae, pare Lonlarly, where she Trevyonues 11 

F 5 ; oe ee eer Ge ee ee oes Bae 1 ae te 453 toad 
the tex ere to be uwssd for Local Mirpoess 16m. Pesa1es of the tax 

nr, 2 a 2 goes te 4-7; ware atts haoce seaaoe a aps sat aed Scene pe eat whi Ard co on at = att 
extension of this tear. te tag TM io. Gea entbority-operatad ubl.ivies asaurs orn 
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contribution to publis revonws oF ali Pare payerse 
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Private water com ao, £3 Holl es municipalities and muthcrities, aave 
, 
" = = Ee, Raced boetn at Pang ero ee ee ee eae & 
& complete camceety in their teapostive tarritoriss, and no competition whatever 
- Bd = . a ee eee rere oper deo wmr awa sarees - é:% 2 
from say other form of entertries. Tho peivate water companies ars thus am & 
Be ; £ I 


pesition to secure ‘from tha Public Utility Comutesion rates, sufficiently high to 
' assure profitable opere tion. Taxes lmposed are allowed as an operating expense. 


Furthermore, it would appear that, if «¢ gross receipts tax is imposed on 


municipal and suthority-oprated water aupply systems, a like tax must be imposed 
ciety hoes (19) 
on private companies in order to esaurse the conetitutionality of the tax. 


It 48 recamended that private water mpenies, municipalities, and 
municipal authorities, operating weter plants, be subjected to the gross receipts 


tax, 
(20) . . 
The Act of 1971, which imposes an S-mill tax on gross receipts, derived 


from the transpertation of passengers and freight by motor vehicle and trackless 


ae 


trolleys, produces practically no tax. This is due to the ersdites against the tax 
be 


of excise taxes aud fesa, peid to cities, and motor vehicle registr ation fess, paid 


to the Commonwee! th. 


(1a) Adéress’ “of Darid fon. £% Pirst ennval conferences of Municipal 
Authorities Hoy 
(19) Quaker City Cat 


(20) June 22, 1931, P, LL. 694. 
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t 
shows that in 1942 forty-five corrpeanies peld groea receipt taxes of only #4,552. 
in 1945 fifty-two companiss paid only ¢7,062, and in the first six montha of 1944 


& 


twenty-nine companies paid only paso. The yields from the tax do nat justify the 


meking and audit ting of these reporta.-In its present form the tex cannot be 
‘aefended, 
The receipts end, in eome Sagas, the profits of the business of motor 


trenspo reation of passengers are presently. infleted becsuse of the ar emergency > 





Bus traffic has doubled, tut will undoubtedly agein become normal after tho war 
ends, when private passonger vehicles can sewre wmlimitea quantities of motor 
fuel. AS the sexe time, even with ereatly inereased business, it appears from a 
etudy of earnings that et icesst some urban bve companies are not at present 
realizing a commensurate return. It is siefiewlt now to is 2eure the ae to 
which this business can bear texes in normal times, when treffic and, consequently, 
gross receipts will decline, but operating costs remain substantially the seme. 

The Public Utility Comnis ston was quite conscious of the increased 
cashes of cortein of thess companies end the conditions they will face after the 
war, In a recent vublic paies announcement the Commissidn celled attention to the 
fact shat the demands of the war had eraeted en ertifviciel economic situation, 


resulting in some eases in lares earnings. It warned that these oarnings were 


not to bs used to increase dividende snd solaries, but should be impounded to 


provides funce for the Fees asnawien of properties after the war ond to prevent 


rate inereases, 


Under the Act of LOGl bus companies receive a credit (emainst the atate 


gross recelyts tax) of exctae taxes and‘fees, paid to cities. This is a burden, 
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townships and boroughs heve Larger populations 
furnish more bus business, In at least some elites, the sxoics tazes, Looaliy 
imposed, are measured by erosz veotipsa and the taxce, go imposed, are greatly 
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15,000 population. 


Other forins of trans] Vien Or: Gat Gi PLL S, AME Pogulred to r 
tain their own rights-of-way and reesive no srodit agains teres ic for the 
Eg 5 
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of providing and maintaining the sare. Moto: vrangportation pays registration f 


to the Commonwealth for the use of tho public highways, which are provided for 


then. Those feos must bo viewed as part of the induatry'és shares of the cost cf 
building and maintaining the highway system, whieh provides for it a right-of-way. 
However, in addition to rezistration fees, the moter industry le called 
upon to pay the tax on Liquid fusle, which now amounte to five cents per gallon 
for state and federal purpcess, the astute tax bolng in most part uged for highway 


purposed. A study of a numbor of companies reveals that the burden of this tex 


variog greatly, It has been asaortained that, measwed by grose reeoipts, the stats 


Lt 


and federal liquid fuels tax expenditures Sum from i-1/2 perscont in the eases of 
taxicab companies to 7.15 versenk in the aaca of interaetate truoks, Some bus eon: 
oompanios place this peresntaze as low aa 2 péreent, whilo in the ease ef chhor 


sompaniss the sost runs to Gel /4 rereonut. As gross roceipts decline after the 
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The high t8ze3 on Jique fusis ars required to ee he cst of conmisth 
the construction of the highmay syatom, which, ef course, is shered by everyons 
operating a a vehicle. 4 

In. view of the differs esntials, imposed on the bua induatry through city 
excise ies and the certainty that this business Will Aecline materially in the 
post war paricd,: it is dsemed oes to changs the present’ tax = as to passenger 
transportation by removing the exemptions which now, in most cases, eliminate any 
groas receipts TAX. piace no revenue is now derived from this business,the act of 
1931 should be repesied as ta passengsr transportation. 

However, motor freight transpor besten has been a constantly Histone este 
profitable busine a and there ie avery avidence that this trend will continue in the 
post wer pericd. This business is in serious competition with reilroads,which ars 
required to psy the gross receipts tam and maintain thelr own righta of way The 
4e,consequentiy,n0 esonemic justification for placing motor freight transportation 
business in a preferred tax clegzge. It, therefors, appears that the exemptions, grant 
as offsets ageinet the eross receipts tax to motor freight transportetion, should be 


removed. 
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Municipalities, engaged in furnishing electric , are 9 from tha tas, 
except on ao much of their recaipta as are 4 a Customers, Vesiding ¢c 
the territorial limite of ths wand Lite o BAMG Fehsoning Tor Ghe taxat 
wunici pe) (tien on-Fecelpts Crom all electric anergy rap & within and wit 
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Rural electsic cooperative gorporetions, which are private enterprisss., 


are not subiset to any of the taxse, raid by the veivets electric Light and powss 
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companies. Thera is clearly ‘no valid defense for such exemption. ._Thay are private 
companies, engaging 3 eee with taxed business, They serve consumers in 
the charter territory of the taxed and regulated utilitiss. While the companias, 
presently operating in Pennsylvania, do not generata electricity, but purchage 
current from private companies, they nave the legai power to erect and operate 
generating plante. In the case of cooperatives, some revenue is presently derived. 


indirectly as the result of thair cnerations, Private companies, which sell ererg: 


to cooperatives, are required to pay the groae receiptn tax on the revenue, derivac 
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from such sales, but the tax here ia on the revenue, derived Prom wholesales gales 
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while in other cases the tax is.on the revenue from retail s@les of energy, Tha 
gross amount, paid by cooperatives to taxed utilities for energy in 1948, was 
$221, 841,000, This energy was in turn resold by the cooperatives at retail for 


Gi, 216,159.000, The Commonwealth received only about one-fourth of the tax, whieh 


: ot = 80 = 





bi 


aN ea 





¢ A a = 5 . ra ‘ . 
oS as we tS ' 











¢ wen ft mts oh ”. Pa be el . 9, - a* % - fs 
OY PrAVIe, VS i CGEpaT ee FRSRSS CASH j ®erpsrvatives, Ths come rear< 
of ecurs2, xralis gee Ms ree ee ee ee 
cee Sse Je Us WS Woe Lo b409, ONSYFaLAA oy 
f s 
nD ay re 
municipalities, 
Renee Ss Fo Pee if N. 
Unier the rural electria coansra 





2 £00 MEM OW A » 





cman . oe , p 
anu Ppurreal eleotris ecesrorati¢co sa2- 


z 
ep rae any 
pleming BY 








RI... - e a, Soak a § fu By A, + “ 
“ ih gregs roceiniz sigeviiinatery in eertain rospeeta. With one 
4 a 4 £ ty Pi » . a 2. om 4 
SEception, the tem is impesed om grese eecoipig, derived fren a peiuery sorricc. 
a wv 7 4 





3 
& 
°$ 
z 
w 
ce 
&. 
wy 
ret 
€3 
<4 
&3 
‘ 
fa 
tae 


ate ata. ” 
Pe ODS oy es o 





Xt ig believed thet the le ae ietive iivtent wee ta im ape: C28 








ee : cal 
Bet, pas} tomes t MS £4, Mee oy oe Sarg 4 septs a . 2 7 ae 
tho primery ¢ Sriee, bey » and not on 6x erensous veecipts. fn 
af. c col A ertod a ee wen fom oh te Mya ee gh te OE ys e . 
the cese of light and CORPSE (a9 eirivandous recolpte y e21t principally 
: pail 








fvom the eale, instelletion of eiscizie appliances and equirment, fa 





ana ‘ 2 Val tt PLE Ae 45 eae a pe Bp wisn Bis . ' ‘ te % 
onder er Slectrical esutreoter ip eubsess te a tan on grocs voceipta. It ts 


ie 





by the Commomranith, vests 


ABE ise ry Sey ad fu ae & 


rer) phage sae 
Anwt? OF BOM yy ote 
wD ha eg ey Medak Fe 








OP Ies SAB YY n 
) uw t ns Ce : ~ 


a + a OI “8 AG yer Aiacery he gty % 
-give@le tanine sense nes 


proviaion 





Matters , ar 


REC CLOSE? 


PRR ATW UNE AEA AE IN ARSE SA 








fe By ts 
whe & whl 





Bboy samy 
GAL 





Pll 
or a o* 
os ce O% 


the tans se 


a ent 





davived frow me 


7 bo tte 
A e Tre: + he 


Put 


dexived from mmioipn} 


fi : FB ay + 
we 


ibe heb hoe ES 


the 


seoperstive corporations a: 


10 esnts & wecber, be « 





’ 
§§ fe he 06 
5 e Paras 


32 "a Shab, neh 


table m,- be? Limited te x 


emeuptiong, elicvrad of 





= 


ner POWST y 


- 8. Frat the 





8) 











Pa 
Fete us 


Brom hy 


Sed ue ie 
BECSLe es Ba privete 








at pw med SH sary ene mene. heed Bn 
what sae } * cen by 2 & Seta d Usb 
# 

a rie - 

es char sn mdock ae oheg. gunmen aay Sia 

oy te fet Wik WM gz se [ig ee Se 1S v W'S 
wath Ge 2 } 
Mei ‘ 2. ' . 


Wt, Lr i 












ae died) 
baht Lh Ss 
“ 
Hey Wee fh Me Menon in Ae Mane Gey oe hee ane 
Ne Eat whew Lays Ge a i hs aa wid SEY Bee @ 
© 
Oe cy ee a ee gt at Rese, iP m % e fen % 
Les 2 Na me Ge nd be St OS eens Mie Wiese . % 
fe ng Om thes ai ay B: nny 
wo eS ay ato ty Gly ™ 





ra 
Pees ae? 


Woe 


pe steppe 
eae $00 


cf L8éo 





9 











aot be extended to Include the tazation 

sigiveliy ored and aporated utilitisa, ‘i 
net bo extended to inolule the taration of all grees rcos 
author itzy-orned and opsrated water syatens. 


1% 


eft: 


. Bere ee 
ard hy & WKS 


conpanics, be recealed. 











md Bey a. Py 4 , . Seon £ ig 
et ba inolude exsas reocists of rurel eles ur. 


apis QL ss ox 
sresent tn 





ce “payable by sueh cemmanica, ef 


ele 


Tne 
in wa fied y 


tre 





inte tas on moter 





oy Cxt% bie om * 


agaist. fed 
wOh Ss A 3, 


fetecle Ri hve we whe 


an butginesa and that the oxia: 





zaaty 


an be OE 


elimin 


hese ae 


Se, Le Zandt & i. %, " ) . on fe 
med 80 Lisit the hax on Oloutrie 





‘ 


na tt on 
ue ecerenies 


. 
Sew fin 
ale Sik 


figie to eseaipte from tho tolo of electrici gy. 


#1 aye 


Supa 28, 1 1869, Pe Le 72, relating to exproas 


neuage of the grass roooipte tex scot bo einplified by amendmen 


aurrngnens Bap 
“wh 


Vert A Veiiptans RS ee, 


e bic comely @ 








tax on net income, 






TAX On GRO 


ULL EE ES BART NESE 5 SITE LYS TA SEA TN I Heasttinepr bit enema a let 






| thousands ) Percent Average 
Biennium > NN 5-5 ae Stato Ineone 
Tre i cna Cin mniliions) 
1928-1925 $8,323 os $8,323 6,02 , $6149 
1925-1927 8,992 ws &,99 5,62 6,356 
1927=1929 8,552 = 8,552 4,57 6,587 
1929=1931 6,973 . 6,973 2.87 6,775 
1981+1988 7,517 « | 7,517 5,43 4,775 
198891955 6,190 sn 6,190 -,8,17 4,216 
1935-1937 6,561 $4362. 10,923 2492 5,046 
1937-1989 6,045 8,708 14,753 5.57 5,416 
193921941 6,525 ‘9,546 16,071 $.86 6,052 
19411948 7,778 11,641 19,514 4.18 8,075 
1943-1945 (Sst. ) 8,418 9,356 17,752 3.84 10, 076 


The receipts from the normal taxes on the gross reccipta of public usilitios 
show no-correlation with state income, Biennial revenues fron normal taxes on gros 
receipts wore ach ud from 1925 to 1929, with a peak of 39.0 O militon in 1925-1927, 
Biennial revenues from the Romina! grees reesipts tax decreased irregularly thereafter 
to a low of | 16,0 million in LOST~19S9, In 19416194%, tho biennium with the highest 
state semen to date in bes boa ancnlente history, normal tax reacipte anointed to 
only $7.8 million, | 

It si be that the factor, which has brought sbeut this decline, was the 
-loss of freight and pessenger trattle by vet lronds to uctor tre neportation and the 
compicte exemption of passenger atrest vollways frem this tax, If railroad revones 

my 
of 1936 are taken as o tase of 100, 44 appears thes relilread revenues in 1942 ros 
to 152 but, on the sone base, they were 186 ia 1523, Railroad revenues in ise were, 
therefore, lesa then in 2 1923. In ronan cine, while moter transport Ation kankech 
subjected to the tax, the credits wanted avo so liberal ae to preduce Little revaine 
from this source. 
| Taking 011 factors inte considerati ion, this tax is fal uly ateble, but has ra~ 


acted to econonie factors in a manner unueual to other texes, based on volume of sales, 
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several counties for road construction 


and maintenance and for the amorileation of bends issued for road purposes, In 
addition, in recent years biennial appropriations, anounting to ag much as 

" $8,500,000,00, here been made to sceond clacs townships for oad purposes, This 
Qppropriation, which for the 1948-1845 >iexrtu wag reduced to 87,000,000,00 be- 
cause of curva Lod construction, duo te the aad has been made cut of the Motow 
license Fund, into which the state's ghara of the tax fund is required by ls te 
be paid, 
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lead to Widows prend evan act, under which the tex dg eurrent- 





ly impoced, wee pareed, 14 wee that the tax should be pald over to the etete 
bi ) r 


by distributors. The term "dintrthutor” 4s elaborstely defined in the aot, bus dn 
¥ | vy 3 
prectice 1% generelly means tho manufacturer or importer of liquid fuels, practicaliy 
all of whom sel] the commedity 2cr rogele, Thies system hag groatly simplified tho 
edministration of the tex, for 14 hes Seon vo 5265 the mumber of verseng mals ing 


ied a ia paying over the tex to tho Conmemraalth, 

the tox ie imposed “pon the fale or use of liquid fuels in the Commorvonalth 
end it fg passed on to ths ultimate coucumer, upon whem the burden of the ter rage 
‘Distributors, however, ere responsible to the state for the collestion and renittan 
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ef the tex. 

In general, tho tee statute 4a entiofactery, ealthouph the definiiion af 
liquid fuele dcee uot take inte recount reosnt sdvancee in refinery proesase ari 
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an regeleta of id £ : bdeoucg 
of fastors of evarcration, dist ad other hendling hesaca. It 4a bolteved 
that intelifgent. elntaistretion of th: o 242%g provyisieng of the atatute rill 
obviate most of thos wie om that the etetute doag not require ererdasnt 
in this partiouiar. 

From tim to time it hoe boon preporod that liquid fucle, used cthorvigs 
than in motor vob Glea, onerstcd or partioulerly those cenguzed in 
the operation of fern MeonLeery, diowld ba exempted frou the tex. Tata propegal 
hea been conaletentiy opporsd oy thoes, charged with the eduingatration ef the 
etetmte, on the groan’ thot £4 would lead to evasion, The experiences of other 
atates je sited in owopor4 of this positiews, Altheygh the proposal hag eertain 


equitable aspsets, thie defset s fenpoared 
would go9m to sake 14 undocivsble, he propoval 
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purposes vicletes on ao8 Spied mincipla of temation dn the Coumouvsel th. Por this 
Feagon the edditicral ome eort emorgeney tax, iupesed in 1936 and oinee then paid 
into the Genera al Fund, should bo ropested Herever, if ite retention de derteruincd , 
the revenue ¢! 2ouL be devoted to road eonetiruotion end me irntenanes, 

The present eyaten ef &letributing a tex to counties 18 usdogisnd) 








the ann bulk «¢ leoal Fond expendituyes de mee by iid cities, terns, oreu pha, 

end tomrshipa of the state vethsr thar wy tho counties. Whatevor dietyibution 4s 
made to defray Local oe shovid be given te thsee subdivisions and not to 
the counties, any of which cannot : 3 Yovonus for the purneses te which 
it 4s dediented, Suoh countiss in ate tho revere to lecal subdiviotens. 
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benla or contime te waimetn s ny Ft ayatom or ara vognougible for the 
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_wided in ifea thereof. 
Pur theri nore, ualer scum tax practices the portion of the taa, doyvoted 4 
local ox xpendi ture, gheied nob} be rawiltied an the form of a stoté eubaldy, aq 1% Lu 


%, berm once aie Bigon ok sauneen wt anus cet ee Te ee Cras ~— ia bo 
under the present sryotenm. Tha porsion of the tet ehould be Imposed es a lesal te: 
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although atete-colisuted, The we ov cosh a reverse ehovld be reatrioted by tha 


tex act to accord with the etutol, ag applicable preaently 





to counties. 
tie Wberelen ef the one-half aout tax, now going to oaunties, and tho 
elimination of the separate evprepriation PvoR tke Motor Ldeanse Fund to tevnshipa 
of the sesend class, which ancante to about ome-quarter ef a sent per gallon, would 
provide throdequertors ef s conk tar per gallon for mintelpalities, to whieh should 
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te the Motor Lieenge Fund for atate higheay 





be added enother quart:s csnt, now 
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gallon tox, yiolding presently #2E,000, 000.00 ard in normel timoe $$2,000,000.00 
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Wha le a expenditures by municlpalitiea for ronda and road debs pur= 
poses are ern uueyeiiable, 4% fa not believed such a revenue would be oat of 
line or apne olebly ont af Lino with o sound pee of financing the prorortion 
of tetel rosa costa, ghich show 812 be borne by bigtare ey utcrs. Furthermore, 4% is 
the most logical oxleting ton Lor fed ienkion 40 mtniotpelities in rolief of veal 


eatate texetion. 
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determined by (a) the @ilonse o ORGS y trte highways, the verio 
municipalities, and (b) the populetion of euch wuntoiselitier., Thie basis is 
suggested for the division of the tex hotesvon munieioslitiog. 
RECOMMENDATIONS : 
SOR a SSS egies Sars 

i. That tho daria fuels tax to roteined ee e state and wmunictval 

tax, the miticizel portion thercof to be estate-esllocted. 
2. Theat the raic tex be reduosd to S¢ pay gallon. 
S$. Theat é¢g ef the tax be poid into tho Netow Licence Furi and ts 
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1933-1235 £3,080 19,784 
1886-1667 22,560 8,104 12,620 
1987-183 27,882 éo, Sle 14,082 
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1959-1941 
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/ ALL Fund af Potal Tastes 
ie ee See 
§ 16,200 2.6 § 6,149 
28,019 14.4 6,556 
£% 642 25,8 6,887 
&S , 622 27 «& 8.775 
83,041 2909 4,775 
64, S85 SS6h 4,215 
98,134 2665 5,048 
121,836 BT ek 6,416 
122,811 £26 6 , O52 
112,678 é4ol 8,078 
90,392 19.6 10, 078 
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The revenues from this tex aava been very subsbentisl end have 
progressively increasea each bienniun since the tex wes iirst enacted. The 
trend, however, is probably due in large purt to the increase in nuaver of 
Cigeretie smokers and in dnerecsou consumption by the inaividuel. although 


completely definite conclusions sre impossible because of the*liwited exper-~ 
ience of the stute with this tax, it seems to ve characterized by rewarkable 
stebility end is sinsulerly unaffected by economic conuitions. This tux is 
found 31 of the 48 sbutea. 

RECOMMEND LON 


The ere & bex ehould be made a peruenent atate tax. 
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1985-1937 “ 929.508 5,22 


oe % £4K2 © " e5, - 
18$7=1985 G Des L yl { 
7 ° 
eS % wo A ; - 
193921947 Bo ,o04 3 


— | a 
1943-1945 29,865 6.48 10, 076 


~> 


l/ Full discussion of biennial collsetions appears on pages 0O and 91 


le) 


a/ Actual end estimated. 





(1) 


in 18536 an erergencsy tax of ten porcent was imposed upon the net | 
price of all liquor, sold through tha State Storea. The tex wes mede collectible 
by the Liquor Control Board. The tex hes been reenacted at each subsequent reguler 
eeseion of the logialature, but it is etill a tempor ary levy which, unieas ro- 
enacted egein, will en in 1946. ; 

This tax precente no onforcement problem whetsosver and requires a 
minimum of edminietraticn. Furthermre, it yoildas a very substantial reveme. 

The suggestion has been mde that the tax be eliminated and the rev- 
enue, which 4t produces, bo secured from an additional mark-up on liquor, sold 
through the Stete Stores. As thig would involve considerable dislocation of the | 
present merchandising pelicies and practices of the Liquor Control Board, the 
suggesticn does not appser dosirebie. So far as the conumsr is concerned, 1% 
sie vic difference whethsr the liquor he buys is priced at coat plus markeup. 
plus tax or jak plus a mark-up, which includes the monetary equivelent of the 
tax. It has eleo been sugested that thie tex be inereaged end the mark-up of 
liquor reduced. The es is now higher then ie ordinarily imposed on consumption 
of goods, except in the case of such taxes as those on cigarettes anl liquid fucls, 
where the tax ie not messured by the price, but by quantity or volums. Furthor- 
more, there ig no esgurence that en incroase tn the tax would rosult in @ decreese 
in the mark-up, peetieniany at times whon revenues are desperately necied. The 
-yevemies from the tex have proved to bo quite stable. | 
RECOMENDATION: 

That the liquor eales tex (10 percent) should be male a 


permanent part of the etate’s tax systems 





(1) Act of dune 9, 1936, Pel. 15. 
(2) Act of May 7, 1943, Pel. 207 
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LIQUOR SALES Tax 
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Averags 
Amount ' Percent of . State Income . a/ 

Biennium (in thovsends of dollers) Total Taxes (in millions of dollers) 
; et a/ . 

1935-1937 7,250 1.95 5,048 

1957-1939 15,148 3.66 5,416 

‘ , 
1939-1942 15,725 3. 77 6,052 
Es 24,293 5.19 8,075 
b . 
1943-1045 21,608 4,88 10,076 


Pat 


‘a/ Approximately one ye er’ s co 


b/ Actual and estimated. 


The reaetion to increasing stete incoms, shown by the consumption tax 
on liquor sales in the period 1od7-1¢41, closely resembles that of the malt tev- 
erage tax, although the increase in liquor eales tax revont vga in 1941-1043 was 


much more pronoun:e¢d., ersount tng to abouts 55 percent. The seme concluaions hold 


ag 
for the liquor sales tex, ths malt beverags tax, end the cigarette tax. ‘There 
have been few instances in genarel expsrisnce, when a consumption level, once 

established, bas been diminioked solely by short-torm fluctuations in state or 


national incans, 





(1) 


In 1982, when the sale of malt beverages of appreciable alcoholic 
content wes legalized snd it appsared likely thet the Eighteenth Amendment 


a 


(Prohibition Anendindat ) to the United States Constitution would be repealed, a 
State tax at the rate of onsehaif cong per pint of 15 fluid ounces was imposed 
Ce: Laser Benes ale, porter, and similar malt boverages, eee ong= 
helf of one percents or mora of aicohol. The tax is imposed on the conmodity 

and - payable by the maau! facturer or distributor. (A distributer is defined as 


Cs 


includ ing an lage Payment ls evidenced by a stamp or aperopriataly litho=- 
graphed bottle crorn. Appropriate peers howsver, is made for the exomption 
from, or refund of, tha os paid on all peveueues: exported from the state for 
sale elsewhere, Thus, melt beverages, manufactured in Pennsylvania end sold in 
other Geaeoe. are not texcd by Pennsylvenia, but imports into this state for sale 
here are texsd. 

Thais tax hes proved to be comparatively easy to enforce and has 
yielded a lergs smcunt of reve 226 It is a consumption tex, characterized by 
fair atability, dsapite changing economic conditions. Despite its large yield, 


‘the tex, since it ia imposed upon commodities, usually considered to be luxuriss, 


seems to impose no undue or wafolr aconomic burden in any respect. 


RECOMMEND ATION ; 


\ 


n 


The malt beverage ta should be reteined as a state tar. 


(3) het of May 5, 1933, P. L. 284 a os 
(2) The rate was later emonded to impose a tax of 1/3) per half-pint 
boy the Act of July 24, 1941, P. L. 497 
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“by 20,4 percent oy 


1935-1935 @ 11.262 
1935-1937 14 
19372195 _ 14,28 
LOSG-1941 | 14,348 


1941-1943 1% 
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Averaze 
: fmowt Percent , state Inacine 
Bionnium Lan the {in militons) 





$ 4,216 


5, 046 


4, BV 3.45 5,418 
345 344 6,052 
,276 3.49 8.075 
Ove . 4.37 


1943-1945 (Sst.) . 21. 


The receipts froz 


1935 te lodl, although 
for the years Age 35 and 19 


In 1941-1945, however, 


about 83 percent. 


and the usprece isnted wer~ 


1 


incresse in malt 


patience of the meceding 


level of this tex, once it has become 


er theese of 


The relative importance of. the factors, 


LO, O76 
beverage tax advanced only slightly fron 


income increased from an average of $5,046 million 


16 to an average of 96,052 million for 1939 and 1940, 


2 tax recelots took a sharp upturn, increasing 
193921941, while aver rage state income increased by 
introgGucad by the war, 
ime riae-in eo , ade in contributing to this 
uncerteln at this time. From the ex- 
hree blennia, however, it appears that the revenus 


& 


established, is likely to continue, despits 


subetantial f] lue$uat ions in sbata income. < 





‘ 


to the United Stetea! Constitution in 1923 three interrelated statutes were 
passed in Pennsylvanix, ali of which were designed to derive revenucss from the 


legalized liyuor traffic. These were the "Spirituous and Vinous Liquor Floor 
(2) : (3) 


Tax Law," the *Spirituous and Vinous Liquor Tax Law,* and the "Pennsylvunis 
(4 Zz) ; 
ve 
Liquor Gontral Act", 
oP ra) ) ae | Pe a ay ern . ‘a, ad | fon ae 
The first of these imposed a tex of $2.00 a oroof gallon (or wine 
< ! ry 
ala waen below proof} u,zon all Lliguors ena wines, loaed in the Commonwealth 


ab any tine be tween Lis effective dute end the date of the adopbion of the 


Twenty-first Amencdnent. The secona, as unu the one here under dis- 





cussion, iaposed « tax of 92.00 «a. preof or wine gallon, when below proof) 
upon the privilege of selling er using liquors end wines, brought into the state 


prior to January 1, 1934, end a tex of wl.OO u proof gallon (or vine gallon 
Fs 3 d A ba) 3 


it efter Junu.ry 1, 1934. The uct alsc imposed taxes at varying rates upon the 


> 


production, selling, or using of rectified spirite end wines. The act, however, 
expressly exempted Trom tax 211 liquors end: wines, sold to or used by the Common< 
Wealth, the United States, or eny cue,wsing the sume for seientific, secrunenial 
er non-oeverage purpeses, as well as wll liquors and wines, shipped for sele 
outside the state. 
The third act, which conferred upon bane State Liquor Storess a monepoly 

of the sale of all liguors and wines in the State, becauwe effective on Januery i, 
1934. The obvious effect of this ach was to render the SSirituous and Vinouw 
(1) Reyealec by the Puontyofiest madness, proclained to be edvoted 

Deceuwbsr 15, 1933 
(2) Act of py Sepa 22, 193 3 Speciel Eession 5, 48 uuended December 22, 1933, 

Special Session O4, 


(3) act of Genuier 29, 1 923, Speciel Session 15 
(4) Act of Novemver 29, 1933, Svecial Session 15 
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(5) Conmommealth ve A, Overholt & Go., £31 Pa, 182, affirming 45 Dau. 171 
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trougportation has been legalised. The 





position ic, of course, failnoleus, but uo doubt hae ite effect in the ulti~ 
mate dispotal of och prosscwtlena. 
RECOMMENDATI ONe 


The "Spirituous and Yineus liquor Pax Lew should be repealed. 
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1933-1935 & 204 0.16 





1941-1943 . - 38 
a/ | 
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: Be Res 3 ee ere oa ins a {en ber hese Wee, Banos 
The first inheritence bux ever levied in the Unated states wes tupos 
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dealing with various phages of inheribance and estate taxes. The Act of 1826 
posed a 2-1/2 percent transfer bax on colliteral inheritances. In 1841°~" the 
was mude collectible bythe Registers of Wills in the several counties. The col- 
(4) ra4g!? 


ateral inheritence tax rate wus ruised to % percent in 1846 and in 


£ 


certain real und personel estutes of non~resiaents were Wade subject to tae tax 


In 19508 das wie provided that tax on en estate in rewainder need not be puid 
' until the remain nderusn came late posseasion: In ueg7'7) the collateral inheritens: 
tax Lews were codified in & compilation, eubracing ell prier enectuents. 
In ragy®) for the first time we transfer tex upon direct inheritance was 


atteupted. The statute, however, excusted frow its provis sions all estates under 


(9) 


$5,000.00 and was held to be unconstitutional 


Clause of the Constitution of the Commonweulth. In this connection tt 


sunctioned the long existing *widows' exemption® on the ground tiat this exea tion 


(4) OC OF ere. 275. 16205 sds ee 
(2) -Inneritence ana Estate Tuxes wers pronibited in Nevada. oy a 1942 
constitubionul ane nuwen t 
(5) Act of werch 22, 1841, 2. L. 
(4) ( act of April 22, rs Ps dee 
(5) «sect of april 10, | S49, Pe das 
{6) ach of lucrch Ns LB5U, rae 
(7) «act of bey 6, 188" 
+8 Act of tizy- 12, 18 
9) Sope's Estate, J 
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of 2 percent on uirect inkeritaness und 10 percent on colliters.) inheritances, ex- 
. cept in those causes, wuere the tax so computed, plus deati taxes, payable te obner 
States, is less than 60 percent of the fecerel tax, imposed by the Internal Revenue 


Coue of -1926. In these cuses an udditionnl estuta tax, to take full aiventage of 


' such 80 percent credit, ls imposed. 
in the case of resident uscedents, the tax is collec sted oy the several 
Registers of Wills. However, in the cuse of non-residents, it is collected by 
the peepeutat of Revenue. Likewisa, in the case of non-residents, intangible 
personal property is not taxed, if « sinilir eueene is granted Pennsylvania 
decedents by the state or country of cowicile of the non-resident. ee cases 
- that portion of the tax, imposed with ress ct to rewinaer interests, is not pay~ 
able until. the remainder vests in possessien. 
The ee em nheritance tex is not » tax, essessed upon the estite of. 


» the Jeeta. but is "a restriction upon the right of acquisition by those, who, 


F 
j : he : encase 4! Sb reer eS eA Ay snauscank= ee Set eae 
unuer tie law reguliting the transwission of property, are enbitied to tuse us 


benefici.uries without consideration® °°" The tex is uyon the "net succescion te 


(18) Knowles! Estate, 295 Pi. S71 
(19) deb of May 16, 1929, P. L. 1795 
+{20) act of June 22, 1931, P. J 
(21) act of June 22, 1931, FP. L. 690 
) Strode v. Gonmonweelth, 52 Psa. 18h 
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tebe tux was edded tec the Levy. Nnowevel, after 1935 revenues from this eobrce 
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which incressed the burden of the inheritence or estabe taxes. The ‘revenues froz 


ft 


inheritance or estute taxes hive ulso show! « deglining te endency » the reasons 2or 
waich hive been uiscussea elsewbera. 
Nevertheless, these taxes are snd will contimue to be, en important pers 


of the state's tax system. For weny yeors death taxes were exclusively leviec py 


bhe states, but now the federe sl government has also invaded the field . The tax, 
nevertheless; is considered « gore uppropri abe oue for state purposed. Thas;)'OL 
course, is practically exenplified by the 80 percent credit uueuiaies of the fed- 
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In general the present provisions of tue atatube " re satisfactory. It 
.  ghould, however, be clarified in certain respects. 
; The direct bee tute tax rube ugplies in the case of property, passing 
to u certain class of close relutives, but in sowe respects this class would seeu 
to ve urtificially limited and in others nob clearly defined. It includes linea 
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culld to his mother.*® 
The clear intent cf the act of 1927 is to teke full suaventage of the 
80 vere cent Federal credit. It does net alweys wowk tuls way, because the normal 


tax on future est.tes is not presently payable and c innot be anticipated, whereas 


the st.tute reyuires puyment of udditional estate tax over and above the inheri- 
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tance tax,"presently due* upon life estutes. Eyuitably, sdeit iene! estate tax 
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Lies tne expression necbually peid " include taxes, subsequently peyable with resps 
to future interests in the case of another state 
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Poreent of | State Income 
Bi onn dum Total Texos {in mii Mone) 
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1925@1927 70 3 pans 
LS2TaL9Zo | 13,52 6,587 
192581952 2799 6,775 





19311 888 25,40 4,773 


L9SS—LE5E Sz 950 46 OS ghaG 27409. 4,216 
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the tex is paid directiy by the one: 
tax is reported end paid "at the source” by the corporation or municloality issuing 
assuming, or pey ine interest upon obligations of various sorts. In these cases, 
however , the tax is theoratically borne by the ownex, for iff mwey be semaras at 
the sources from the interest paid on the San dblani 

A second eases ia that since 1915 the peracnal property tax, always 


county ecllected. bas been devoted to county purposes, while the corpauraie and 
F J ¥ $ = ; 
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municipal Joana taxes have always been state eollacted anc. used for stete purposes. 
A third difference is that, while all three tares are imposed upon the velue of 


the property, se distinguished from tha income therefrom, corporate and municipal 


losns taxes are calculeted upon the prineipel eum of the obligation texed, whersas 


the personal property tex is computed upon the actuel velus ef the property subject 
thereto. ene thia diatinction would seem to be discriminatory, its consti- 

; (3) 

joniong taylan been upheld. 


(1) Act of June 17, 219013, P. L. 
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(4) Act of May 25, 1822, P.L. 
(5) By fct of Mey 42, 1911, 
' not theretofore been conel 
loana tax. 
(6) Aat of April 20, 1664, FP . wee 
(7) Under the 4cte of April 1844, P.i, 486 and Mey 1, 1854, P.L. 935 
(8) Act of April 24, 1974, 7 3 
© {9) Act of June 7, 1879, Poke ae 
» (10) Tax Codification of Sune 1, 1659, PL, 420 
i (11) Act of June 17, 1913, P.L. ms Bt pre 
(12) In 1689 provision was made for the return of one=t 
countissa. ‘This was increased to three-fourths 
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(13) 


a this situation. 

Tha first sixteen secticsa of ths Act of 1915 provided for the dmpositic: 
assessment, and collection of the ~arscual property tax- Seetion 17 imposed tis 
corporats and maunicipal. losns texas, but the lengunge of Sections 1 and 17 over- 


lapped so thet in certain instaneas beth taxed the eave property, and, in others, 


or 





property, intended to be inelud 
passed in' 1919 to clarity thia situation, as feollowa:- 


1. where interest was paid wren corporate or municipal indebtedness 

during a particular period fer a prior year, the appropriate tax for 

that year should be deducted from the interest so paid and chould be 

paid into the state treasury. (14) 

- 2, Taxable corporates and municipal indebtedness wea defir ad to de 
"911 scrip, bonda, certificetgsx and evidences of indebdtednesa’, not 
only “issued”. but also "“esseusG, or on which interest shall be 
paid” by any corporation or municipality and euch: losns Were ex= 
enpted from tax uuder Sectica 1 of 


oy 3. The machinery of collect 





the corporate loans tax 4as 
} .G@larified end compongstions pey e to the treasurer of the corporation, 
4 Was provided for collectiug, reporting, ani paying over the tax. (16) 


4. The corporate loans tax was ere: the loans of foreign 

corporationa, doing bused A ea, without agers fe whether 

the treasurer was & resident oe of the Commonwealth. (17) 
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This was declerad unconstituti: 
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| 1G} lliot v. Philedelphia, £20 Pa. 215 {1910}; prior to the 1915 Act, and ; 
. McGuire v. Philadelphia, 245 Pa, 2a7 (era) subsequent to that tet. 
(14) Act of July 18, lels, F. L. 954 
f (15) Act of July 15, 1929, P. L. 988 
(16) Act of July 21, 1si9, P, 1. 1067 
(17) Act of July 15, 1919, P. L. 958 
(18) Commonvealth vy. American Ise Co., 24 Dem. 485 
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of June 19, 1939, P.L. 413,which extended thse personel property tax to equitabic 
anterests in sroperty, enjoyed by residents of the state, but held in trust out 
the state. 

From very ezrly tines it had been hel 
only be collected from resident bondholders. The pérscnal property tex, of 
course, an chwaye expressly imposed only upon residents. 


in 1937 Section 17 of the Act of 1913, wnich nrovided for the impositicn 


‘of the corporate and municipal loane tay, was repealed anc its provisions were 
E3 2 = 4 
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reenacted in the State Personal Property Tex Act of thet year. This was done 
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because it was thought aa the time that the state tax act might become a permanen! 
feature of the State's tax aystem. Events have proved otherwise «und the anomalous 
Situation exists that the personal property tax is now iagsesed wadex the provisions 
of the Act of 1913, wikiLe its eoueieenek the corporate and municipel loans taxes, 
are imposed under the Act of 1937, as reenacted, the provisions of wnich, perteinin: 


to the state personal property tax, are no longer in force. 
| (23) | 
The personal property tax is imgosed upon a specificelly enumeratec 


list of intangible personal orcperty, hald by persons, associations, und corporation 
b FS t 2 Js s 3 9 Y 
resident or located in Pennsylvania. However, both the property taxed and the 


holders,liuble to pay the tax,are qualified by numerous exceptions. 


(19) Commonwealth v. Phila. & Reading R. R. Co., 150 Pa. 212 

. Lehigh Valley R. R. Co. 104 Pa. 86. 

20) Commonwealth v. Wilkes-Harre & Scranton R. R. Co., 162 Pa. 614 
21) State tax on foreign neld bonds, 82 U. S. 200 

22) Act of May 18, 1937, P. L. 633 

<3) As lest amended by Act of July 29, 1941, P. L. 548, 552, 556 
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Those holders, subject to the tax,are described in the most comprehensive 


language which, however, is specizicelly qualified | by a number of exceptions: 
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1. All persons, purbnerships, ox unincor rporated associations, residens 
or Located in ¢t State, and 





Ze ALL joint stock assdvictions, limited partners shipa 3, benkS,enG corper-- 
ations, liable to taxation in Pennsylvenia 
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L. Builuing end loon essociations, 

Re Savings inétitutions, huving no capital stock, 
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5. Seoret aad peneficiel sacheties, 
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%, Beneficinl (sickness and death) organizations, ard 
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frenchise tax. 
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poene in other loans heve bsan ex 


a manicipel loure taxes by provisions in other statutes and by 


{25) 
Cred@it unions heve hean ¢ssignated “ing ti tutions of savings”. Thoy 


court decisions. 


are, therefore, uoither liable to the tax on their own holdings nor are thoy 


required to pay over the tex om lonus, issued or &gaunued by them and Keld bry 


SObhers. 
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report the municipal losne tax spou buads, issued by them to acquire water sys- 
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m to be azempted, but the 
point is acadexte beenuas in weacties thay berrog their funds from the Federal 
Rural Electrifies bon Administration, the holdings of which are axenpt. 


Pinally, personal property, licsld by first clase or non-profit corpora- 
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tions in their om rirht. is Oxemptsd fram pere 
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nal property, municipal, and 
Pc 
corporate leans taxen by a long line of eours decisions, loans, lasued by 
these corperations, hovever, are subjeet to POXGORRL property tax in the hends 
2 their holders, 
The statutory provictone, by whieh both the personal property tax end 


the corporate-muri¢ip2zl leans taxeca are imposed, Sa compositional atroeities, 


Both grew to thelr praesent stete br eseretioas over the yeara, Since. literally 
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: a Co whet hme atanem hh ae & Al tae ay - oe 
every plrase of both provisions hae boen construed by the courts, thera has been 
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6oms Teliuctancs $o moderutse thein Cosclets verbiege, They ara, however, verbosa, 


ropetitious, end, am soma inatanees, inconsistent. Furthermore, they lack any 


senblance e? logical avrsageman$. Both Gould be greatly abortened® and clarified, 


) (32) 
the rules end definitions of the Siatutory Construction Aet. In eddition, many 
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of the exceptions, both as +% propsity texsd end holders aubjected to tax, could 
be combined an@ sore eeouwately phrased, ALl of thte could de done without 
Berious risk of vitieting tha Cavisions, in which the former law kns bo cen construed, 


The designasions of the property taxable and the exceptions thereto. as 
. \ 
well as that of ths identity cf the texable holders, ere not as clear as they might 


Sy 


ba in beth the persenal property end the corporate ssaaeares loans tax statutes, 
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The stateutor cry provisions should ha clerified and certain inequities eliminated in 


the following particulers: 


(22) Section SL, Act of June 21, 1937, P.L. 1969 
(30) See General Assembly v. Gratz, 189 Pa. 499 : 
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(31) Act of Mey 28, 1937, P.L. 10° 
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a “bear and pey™ covenant 
while other leans, held by 
Lileopical dicerimination 
céhsrwloe taxable, held by eredit wnilon: 
are stione are declared by statute - 
eee Pversdit unions are subjected % 
wh savings inatitutions aré liable 
“Worein, this exemption 4s consistent 
By the seme token che hold: ge of 
tveg (22) should be oxenpted, bub the 
provision to this effset, 
4, The sued by forasign stock insuwenge conpenies, deing 
sun aces tate, £23 well es these of demoatiec stock compantos, 
thould-t from tex, he shares of Comestio sonpaniey are 
NOW exesnt thea® companies are liabla to capital etook, 
tax, Womavae; Ba 28 pointed out elsewhore in this division, this 
tax, added to the aight mills EPOss vroniums tax, ig intended. to 
be equivalent to the tye vercent gross promiuns tax, exolusively 
imposed upon foreign companies, This view has been accented by 
the cevrtea (33) in exempta: 1g She shares of foreign companies from 
taxation, An amendment to the Act in 1941, however, compelled th 
>Court to change its former decision, (34) 
So Personal proresty, obhorvise tenable, held in Pennsylvania by 
6ll insuranes eoupantiers, steel and mitual, foreign ana domestic, 
sroulé li! dake he exenphed, The holdings of conestie stosk 
companics % the present tine because they are lietle 
to 8 capity Following the same line of reasoning, 
applisd + 3 ey Insurance cOmpEULES 5 the holdings, 
thet for iwAnLes may have in Pennsylvenia,should Lite» 
so be ae idines of sion mitual oempanies should be 
exonet sd fron beseues of the recommendation, made olsewhorea 
herein, that ther be eeeeee to @ groae prowivms tax, 
8, HElsswhore in this balaparee = is veeomnended that the cross 
recoipts of murioinal « and rural electria cocnoratives 
be subjaesed to a ee. eit lex that duposed upon the recoipts 
“Held subject + te the nes earnines tes by Atterney General’s Ininion No. 4 
dune 28, 1943 
nis Trust Company, Trustoas, Appeal, S33 Pa, 129 
Pennsylvania Canpgany Psa, igtes Ce $45 Pa, 130 
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now ceaes pie i the necosgity of enacting 
| . additional snaoitie exeupbiong. . 
8, Eromotion extended to coupenies, *eslieved™ 
~ £e0m the capital ranchise taxes, ‘Such « provigeion 
weg Lorne ly é lew to exempt ehar eR, igeued by, 
and the porsone arty AREER cbavtne ecapanies and oth ere, 
exoupted from tel s c Lal 6 Rad eliminated with the 
abolition of the manufacturing ez are ee Sineo legialstion has 
already been enacted te fexgt 


Sebore the manufacturing exemption, the 
original lsnguege of the law ehould be restored. : 


2rerred to might consoivebly be con 

g of first clesa and non-profit 

oi that thees companies be ape oi fically 
lew in thie reepsot,as declared by the 
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10, All munisiral bonds in the hends of taxable holders should be 
subjected to tax. There 46 no compelling reason why bonds of third 
class cities and boroughs, issued to acquire water systeme, should 
bo singled out for exemption, 


Ll, The imposition of the perschal property tax upon the natured 
dividend and intersst peying shares of building and loan and federal 
savings and loan essseisticns, elsewhere suggested herein, should 
be acconplished bs 7 apoeit ie provision beseause a poasidle construc= 
tion of the express sion “rellewed" from the capital stock tax 
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But in this respect it dees aot aiffar om a reel estate tax, impoged upon un 
“ ~ 6 ~ = my Poke e KATA are “ ee 4- 2 ye -, . 
productive real property. So long «s holders of real estate are texed upon the 


value of their holdings, irrespective of income, derived therefrom, there is no. 
good reason why those, whe have invreated their wealth is unproductite personal 


property, should uot be similarly treated’. In both ceses, of course, some relief 


1s obtained from the sssesamant of the property, texed at ita actual value, in 
the dsterm Ration of which conaideration should be given, among other things, to 


ae Qerivad therefran. 

Tso other reasons of « ge0hnicel nmoture exist for the retention of the 
tax. 
opsray tax assssaments have been included in 


the valuation upon which under the Constitntion the dounty borrowing a daa ig 


‘3 


based, in fact, as hag been pointed ovt, this wae the primery reason for ae tts 

the personal property bar a county tex. While 4% is not sugsested that the abolition 
of the tax would invalidate eny county bonds, presently eutstanding. Such abolition 
would diminish the capacity of el) of the counties to float future loans, and in 
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some cases, particularly in-counties Like Philadelphia send Allegheny, whore reel 
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estate asssasmonts have teen Dalling in recent yeara, it would prevent any borrow= 


ing st ell for many yeers to come. 


the abolition of the tex would alec compel. ebardonmoent of the present 
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method of taxing ben! 
bans end trust ecapsny shares tex with the tax upon other moneyed capite ad 1s dis- 
cuseed, It is thers conaldered thet, because of the fedsral limitation of state 
/ 
taxation of netiongl benks,*no more satisfactory method of taxation of banking 
institutione could be Geviesd then the present tax on shares and that tho con- 


- tinuence of this method vas sce cl upon the continuanee of the personal 


« 322 = 


7 

















- 





Peis ® 








OO VD 
i 
the ; st % au 
C tL, mm en? ay Eh Phe De er ee Aas on " - 7 ’ 
if the persons: property tax ia to continue es a constitutions! levy. However, 
45 Sie ey a t ‘aS me “ . 
there are convincing reason the Br of the corporate amd municipal 
tmarnn £m: ryt Kia wnank n&@ tae Seawe alhear ., 7. me 4 
loans taxes for collecting part of the tax should bo abandoned. Easically, there 


with the peraoneal property tax, the corporate end municipal 
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loens teres sre calculated om the urineipal sum cr face velus of the obliz gation 


63 ita actual velue. ., 000.00 bond, selling 
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percent, 
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equivalent to a tax of £O parcent on its ineone, while on a 6 percent bond it 4a 
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only 5.7 percents on ite income. In the eabagace of any other fectors, theas two bonds 
> ~ > qe 4m eh es a “770345 ome 
would have a very different Telus end F wld be subject to a preportionately 
P-) + norearal spanner fe Ts gore te Bey on, 5 ZI 
different perecnal property tex. Furthermore, if no intercsst was paid wpon an obli- 


gation during any given year, 1% estapea corporate ena municipal loans taxes, regsrd-s 


léss of its saetual worth. 
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48uUS, the corporate and municipsl loms tax, es a percent of the income, 
; a res oS ene pee oe payee 2 ae 7 - 
increaasa proportion the income produced decreases, with the single exception 
2 2h, or, > Boney Ce ee a i ATs te 
that, when the Incuue dsersases te sero, the tex disappears. The unfairnesa of 


35 smteham $6 aca sont: A S.2,, ni ah 2 aay rh: 3 — oe 7 3 
such @ system ia apparent. Although this method of taxation has cen followsd in 


andi Fans So athe) Molateaen ae Paveaics eo eae oe o Bea Tae eee : 
Pennaylvenia for neosPly thras quarters of a esmtury, no other state has seen fit 
to adopt it. 
Aas: ite Set Fanta ° = 6 oe es 4 4 In ; 
Although superficlelly it would ssem that collection "et the source” 


is en economical and efficient devias, it has not proved to be so in the ease 


of the corporates exd municipal loans tenes. This is because the Identity end 
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‘post of collecting the tam very Highs 
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egtablish and reporb the identity end resldenee of-aech kolder of ite acts 
indebtedness, Unless pssitice pecof is prasented oF non=tuxebility, the 11 
4e considered tarnbis, regavdlses of the diligence exvsreised in thia conmmeouLon 
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yanks, eopectally in stevos skhey than Pemusylvariie, and many of the responses 
ava unsatisfactory, due, vethaps. to the cost of assembling the necessary dats 


without compensaticns “here a Perasylvanin banking ins atitution holde item of 


indebtedness in a fiduciary or agency oép sity, 1% becomes mecogsary for i* 
furnish the Comnemvealth with & description of the capaci* ty, in which the cb AgatL 
4g held, Some benke unfgeratandably make ® charge for pocviees in furnishing this 


anformation, If repliss from holders, both within end curside of Fennsylvonic 5 


otherwise unsatisfaos sory, the item upon which 


are incomplete, Aneone Lisive » 
exenption is clalined Ss Gisalloweéd. The corporation 49 then required to preduce 
satisfactory evidence of the exempt ctatus oF become liable for the tax, i 
ia the beginning of corresnendense between the corn soratcion and the holder, whieh 
again becomes & scures ef expense sné Sneonventezss to. both. The experience 

of a lerge public wba Lity SySam » covering a tene-yeer period ending in 1940, 

is typical, ‘the gtote in this inetsance slaimed additional teres, 12 


the enounts adalsted by the companies, ot ap pprexinately 200 000,00, After 
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consideravle expense, it war found tant only, $6,000.00 uacitionul tex wus cue. 
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It is even wore dificult to uscertuin ownership, wnere the corporétion 


has covenented to puy the tex rather than to deduct it from interest. in these 


uses there is no incentive for the holuer of tae inuebtedaess to furnish uetails 





So letters freyuently yo unanswered. 
So far as the reporbing corneration is concerned, the allowence of ths 


treasurer's couuul sion, proviaed for in the ect, usually fulls fur short of com- 


pensating for the postuge, stubionery, aid tine consumed. In ceses of large bond 
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and reporting the 
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does not include the expense to 


the stute in carrying en the 
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upove. No figures ure obtainubis 
in this connection, pub, since tse work involved is perallel to tuet perfor red by 
arr it is probebie thet the cost li Jcenis se is comperuole. 

Although the taxing officers exe current in the setbleuwents of otner 
corporute tux reports, th ere, in numsrous insbunces, yeers behind in setbling 


corporuts loans This is toe only to a somemhet less .Ge;ree in ths 





ase of the municinsl loans tax reports. ‘ 
Furthermore, all this activity hus -certuin uspects of futility. Less 
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appliceble only to Phila¢alphie. In addition locsl expenditures have been relisvec 


through the assuupticn by the state of certain loesl functions and through the , 


of losal roadie inte the atete highway system, These 
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appros ches te the problem heave incresased et enormously md, as a result, 


the stete buéset neither accorately reflecta the cost of operating the state govern= 
ment nor the costa of tre particular functions, ellocated by sew to ths state. 

rom a central government to its subdivisions reduces 
logal control of expenditucss, discouregas thrift, and is generally improvident and 


um:-ce3. When, howeve?, the central government le better equipped to collect a tax 


<< Pas S$ 


and acts only as the egent for lte subdivisions, wasn locel -ontrol over expenditures 





contribution to locel expenditures, the dangers inherent “in such nllocations are 
Z t 


minimized. 


In the fusure the state shovld Giscontinue all subsidies to political — 
subdivisions in the interest of more eeonomic:l administration. in lieu of subsidies 


it should dedicate particular revenues to political eubdivisions but, whers a tax 
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shoulda be levied for lecal and not for state purposes. The alm should be complete. 


(ineluding state and federel subai@iss, through the State Treanizy) of which 
"$303 ,158,000 was. collected fram rsa estate end in the form ef per capita, occupation 


and poll texes. The throo last nemed texes produced neglig ible amounts. It is 

quite apparen that a material reduction in this annual resl estate tax burden can 
only be effected by the eddition to the tex system of soma bresdly based tex, whick 
would also serve the purposs cf reducing éxpenditurea from stete funds in the form 


of subsidies and, at the same time, result in a reuction of the total texes, 
coliectsd for ths state. 

In considering a sroadly based tax, the purpose is not to weevidse more 
public revenug, but to enable the state end politicel subdivisions és reduce other 
taxea, the bur ‘den of which are unjust and insquitable, and to eliminate from the 


tex structure those tazes, which are today wholly out of line with good tax practice. 





If it may be contended, as some oxmperts do, that the federal "tax base 


2-, 


must be broadened by reach 


(2) 


~ " “ny. sein a ean tet e fA tan * 2, Pe ed + " oo 
untaxed", how much more is such & contsnavion snpliceble to a stets, which presently 


12 more of the natlonsl income, which is now virtually 





has neither om individual incema tax, a general sales tax, or my other brosdly 


Broadly tased texes ere quite common in other states. Thirty-three states 
levy taxes on indiriduel net income, bus tn three of these states the tax is 
restricted to income from inteng! ne latest information on sales taxes 


shows that twenty-four states have taxes on ganeral seles, uee, or, gross recelpis 


(i) Twin Cities Postwar Federal Tax Plan ; 
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and in eeveral statics, having no g-nerel sales taxes, euch tanes are authorized 
to be collected by citias. In two other states the pales tex is imposed only 
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on unincorporated bueiness. Thirtyesighs of the forty-eight states 


individual net incoms or general sa\ss 
‘poth forms of taxation. 


The Pennsylvenia meresntile liconee tar, rerealed in 1943, was in its 
nature a sales tax, although evied on gross recaipbs, aa is also the case of 


taxes on wnincorporated business, now levied in the states of Connecticut and 


Rhode Islend. 


These two forms of breaily besed tazes cn sales and nen ars Sciete 
quite common in the United States. The ‘nsorporation of sama brosdly beseé tex into 
the state tax syatem would constitute no departure from the general trend through~ 


weal 4D 


out the United States, In fact, Ponnsylrenia hes lecged behind the other atetes in 


this respect. 
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tex, Yet there ere neészbhy imnsrtant shosoping centers acrose the Faison River in 
New Jersey, which does nut bave tha ter. , Ohio hes had @ ssies tex for some yoari 
while Pennaylvsnia and Kentucky, neighboring states, d1d not have the tax. 
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‘Illinois, which haa the tax, is bordared on the south by Bentucky snd cn the morc 
by iisconsin, neither of which haye the tax. North Carolina is surrounded by 


three stetea, Virginia, Teunessce, snd : of which have a sales 
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South Serolina, 
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tax. Other illustrat dons could be siven. 
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There ean be i eat the Pennsylvenia tox system is in need 
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of a broadly biosed tex to arzive at «a nad equitable diatrib:- 
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tion of the tax burden in the Comnony 


one which best mesgta 
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within the Common 





the tect of reaching the wages end incoma ,= 
Wealth, which are now virtually frae of state and lecal.taxes. Coupled, as it 
would-be, with the Federal Income Tar, those with the ebillty to pay are now, and 
after the wer 3 witd bs, eel tce upen to continue their commensurate contributions 
(okie. Podeveas gavoument. Moreover, the fsderal government in the future ia like 
individual aiaieticie. thua directly favoring the amell inccus 


to revive heavier 


greups. Furthermore, tha 


unlikely to invade this fi 
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In 1958 Pormnayivenia edopted a tanmporary sales tax, which imposed a 
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1 percent rate on each dollar of th 


Ls 


gsoss vecelpts, derived fron sales of tangible 
personel property. The tax wea in effect for only six months and, as intended, 
realised the sum of $1¢,000,000, ‘The tax was levied in addition to the noroantiloe 
license tax, since reperled, This sales tax wae im reality imposed on the vendor 
and was uct a “peas oa? taz, but. vendors verse authorized to adi the tax to tho re= 
tail antes price, if display alens, tiskets, tage, and bills, rendered in connection 
arateoly from the tex, However, the tax 
was essentially « gréss receipts tex and much of 1t was absorbed by the vendor. 

A tex on retell sales would efferd the means of raieing a lerge reveme 
for the: gup port of the comnea achool aystem, Such a tax, togother with other 
state taxes, «hich in this report are reeomendod for dedication in support of 
public-education and other once woulds 

(a) Grant subetantial relief from the presently heavy burden of real 
eatete taxos, Smposod for school purpeses; 


(>) Pernit the abolishment of the per eapita tax, which in many 


school, districts now runs as high au $5 per adult Andividuel and is an inefficient 


* 


, 


(ec) Eneble the state to discontinue appropriations Yeon Lts generel 
fund for school purpeses end thas effeot material readjustment in the presont tax 
structure of the stato, 

‘sles taxes aro of various types, Some of them are pure gross 
receipts taxes, Cthors, Mike that in Ohlo, which has a 3 percont tax, imnose a 
ons cent tox, where the price is 40 cents or Leas 2 cents, where the wries is 


70 cents or less, but more then 40 coms, and 3 cents, where the tax 1s more than 


70 cents and not more than 1,00, On each subssquent $1 the graduation is the 
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its Constitution may be open to question, 
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However, thers can bo no constitu 


made liable for tha collection and 


passed on to the consumer. In the sase of Wilson v, City of Philadelphia, 


350, the Stato Suvvene Zour 
3 is . 


_which provided thet, in computing the tax, f 


should be disrerardod and fractions of one! 


puted es ome coat, Ths ordinance was held no 


secured only by the ecinage 


seid the court, would be beth oppressive 
framed on the theory of thse Philadelphia 
exenntion of small sales from the tax, since 
devon nations of less than one cont are not «a 


Under a tex of 3 


plan, a tax would be collected only, when a sale amounted to 10 cents cr more, 


following table indicates how 


sional quostion, where the 


mpora 


soreont on vrotell eaters 
& 


retoiler is 


paynent over of the tax, provided the tex is 


ScO Pa, 


«vy Philadelphie sales tex ordinnnco, 


ractions of less than 1/4 of a cent 


fourth or more ef a cent should be com= 


4 to offend the requirement of uni- 
Paved of taxation could have been 
the iesuance of stamps. Sueh a solution 


unnecegcary., A atato tax statute, 


ordinance, in reality would grant en 


4% would recogrnizo thet coins in 
vailable for the Da as of the tax, 
modsled on the Philadelphia 


The 


euch a tax vould operat 


Value of Purchase Tax 
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applicable to sales, not for rosale, of 
(2) 


subject to selective sales tex 


ga 


TE os 


Thet the reteil celles and use tax 


tengible personal property: 


shull not apply to property, now 


=@8, such as cigarette ef, Lignia fuels, and malt, vinous 
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transportation, radio, newepapera cad MAgarLNa8, personal services, and anusoment 
admissions, siles to the United States, the State of Pennsylvania end its political 
subdivisions, sales by farmers of prodvots ef their own production, and ealos of 


tangible nersoral property for mining end monufacturing purpos =e or to casual scales 

(3) That the tox be specifically dedloated for school purposes, but 
collected by and through the Department of Revemies | 

(4) That a reasonable commigsion be paid te the retail dealer for 
eOllection of the taxs 

(5) Thet the cost of state collection be absorbed by the Com onmonwee 1th 


and no deduction mnde fron the proceeds of tho tax to reimburse the states 
will yield $15 52,000,0CO in « biennium, based’ on the 1948 volume of reteil sales, 
es estimated, 


A TAX ON UNINCORPORATED BUS: 
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With the repcel of the mereantile License tax in 1943, uninsorperated 


Ls 


business became coaplotely frecd from aad taxation for state purpeses. Thore 


e 


< 


, were excellent roasons for the repeal of this tax, Its administration was cumbore 
some end sostly, the burdon of the tax was unequal, becauso of the variation in 
nargin of profit among cealerg, and, since the tex was also imposed on dnieonporet: ed 
business, whieh already peld tanoa on capital stosk and corporate nes sian it 
did not cid, as Lutended, Ln nae manuer in removing competitive disadvantages, 
It was one addi ional link in the chain, whieh tended to induce certain types of 
corporations te dissolve thelr corporate entitles and return to individual or 
partnership wuership end operations 

In tho mercantile field and, perhaps, to a smaller degree in other fields, 
unincorporated business is 4in dirset competition with incorporated business, which 


is forced to poy capital stock and corporate net income taxes to the Commonwealth, 


This competitive disedvantage to corporations is removed to an extent in 
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Such a provision is probably unconstitutional under the co struction of 
the unifermity clause of Fonnayivanie. 
x 
the State of Conzeeticut imposes a grote recsipts* tax o unincorporatod busi: 
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A net income tax on unincorsorsted businesses,ie, however, wholly feasible anc 


&t is belicved can be constitutionally enacted in Pennsylrania at a flat rate, if no 
exemption from the tax is mntea, If sorzerations, engaged in business, can be classi: 
fied for the imposition of a corporate net incone tam, as has been done with judicial 
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business, may be similarly 
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sanction, it scoms to follow thos individucis, e nzeged 
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claceified end taxed, perticulsrtiy, eince “he tax results in more neerly equalizing 
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the tex burdon betoecn the tre classes of business onterprise. This was indicated in 
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Fox's appeal, 116 Pa, So7. the tex is, in reality, levied on tho privi= 
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lege of engaging iu business, although measured by net income; it is a tax on business 


and not on individual incense, 


bp 


In the exactaont euch a tax it may first appear that o deduction should 
be allowed for the salary or compensation of the proprietor, because in many cases his 
salery coulé be fixed sufficiently high to eat up all the profits of the business. 
However, the salary or compensation cf the proprietor represents te him the seme income 
as do the earnings of ovher ingivicuels, who work in other lines of endeavor, In one 
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imposed on the actual salary of a propricter, whose business prodused in profits no 
more than he was reasonably entitled to reesive for the work verforined in conducting 
the busineess 

Under tho circumstances, it would appear wise in the framing of such a law 
to assure that the caleary or comsongation of the proprietor bo allowed as an operating 
expense, In order to avoid abuse, the Department of Revenue should be veated with full 


discretion to disallow any salary Azduebion over and above a reasonable sum, common- 


gure. to with the services renisred and the emount of Sanaa: done, Admittedly, 
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such a tax in Pennsylvania, Such a prevision would prebably be upheld as constitusion 
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professional mea, who deriva tholy incense solely from thelr individual efforts, and 
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such persons es agents, salesmen, and brokers, not engaged in the ssle of tangibis 


commodities. 
It is estincted that a four porconh tax on unincorporated business would 
yield $25,000,0C0 in a blenniun. 
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My ey de ane od 
1, That a state not 


posed on umineorporated business 





the vese, imposed on incorporated business under 
tho Corporate Nes Income Taz fet, and that the revenues from this 
tax be usod first for county purposes so as to enable counties to 
bear part ef the cost of public assistenco and the amount, not 
needed for this purposes, be allocated to mnicipalities, 


2, Thet tho State Constisution be anended to permit uniform basic 


exomptions for incense, inheritance, estate and excise taxes. 
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fhe ect, woviding for the « -ennsaylvenia Turnpike frou 
Middlesex in Cumberland County to Irwin in Westmoroland County, end the two acts 
providing for the extonsion thereof to Vest Virginia or Ohio in the jest and 
Philadelphia in the Bast, declare that, when the bonds, issusd to pay for theas 
eaiadeeke have been retired, tho Turnpike shall become a part of the system of stats 
highways and shell be neiatained by the state, free of all tolis. 

This turnpike is a luzury ey which has besn constructed to efford 


na. by reason of ite easy grades and 
? @ 


ra) 
% 
ted 
@ 
© 
{> 
Sy 
e> 
tf 
8 
ee 
tq 
C ~y 
= 
cr 
t Ee) 
3 
fa 


ameens of aafa 


other enginesring features, ia lesa expensive than the ordinary highway to the 


~~ 


motorist from en operating viewpoint, particularly, im the case of commercial 


o 
a 
G2 
. 


trucks and busess. Y 

If this hig Sn ey ts extended scroga the state In accordance with existing 
lews or ‘the plene of the Pennsylventa Turnpike Commlesion, which contemplate a "Y" 
in the eat to the atate of Jest Virginia an@ Ohie and in the Hast a Gad to Phila- 
delphia and to the Delawere River in the dire sction of New. York, it follons that @ 
iarge interstate truck ané passenger traffic will uss this highvay, and that the 
Commonwealth will receive little benefit therefrom, since major centers of popula- 
tion will be by=paecs Touriet travel to points of iekeseaes which the state is 
trying tO foater, will be discouraged end directly impaired. 

Tre Commonvoslth is entitled to revenues from this travel, efter the cost 
‘of this highway has been smortisan. ‘olls geavide a method to secure revenues 

rom non-resitents BAthOUS the orechion of interstate barriers te the free flow a 

traffic, No one le obliged to use the Termpike; those doing ao consent to pay 
for this priveless. 

In the early years of the Commonvealta the use of private capital to 


construct main arteries of travel was employad end toll rogis were common in this 
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state. This situetion vas found unduly restrictive and dsvelopsd the concept 
that all toll roeds should bo freed for public travel. Howsver, this concept 
Was applied to roads, wich sfforded the most direct arteries and, in sane 
eases, tho oply erteriss of travel between two points. Those reads were 
meceseities, not luxuries. 


Many of those, interested in the development of our modern system of 


in hq 


Bigaways, are oppoced to the coustruction of such luxury roads and contend that 
experience has demonstrate4 thet thoy cannot be made fully self supp 


a ° eee ee Se arey yah | eA A AG 25%, 7 Th aay on Be _ 
can only be ccnstructed throuch the aid of public grants, They contend that 
= a < 


special taxes end licenss foes, impesed on motor trensportation, ere sufficient 
to build m4 maintain a main system of highrays, free of tolls. Pennsylvania has 
provided thig luxury hizghwey end, it is answmed, the extensions will be cme- 
structed, ua public grants to aid in financing bocome available. There is 
nothing in the origins set-up of this & Mogoet, other than the statute, which re- 


quires that the present road, shen paid for, be freed from tolls, exespt for 
militery purposes. 
RECOMMEND ATION: 

Tret the existing Turnpike leva should be amended eas to mais that, 


reasonebdle tolls shall be perm- 


efter 11 cutetanding bonis heve been smortizad, 


enently collected for the use of the Turnpike, sufficient only to pay for operation 


and maintenance and to provide a raserrs for replacement purposes. Military use 
of the highway ahould be excepted from tolls. 


This entire cost should not be imposed on the motorists of this state, 


many of whom never usc this luxury aishvay. 
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J. In the event that a tax settlement is not made within one year after 





5 40 ee sea i eras atte ones Pam wha 
on tne be Cs cere W mpaLaé £f20M S55 
fe 22S pare eta ch mand & oe - CHR e 2S sen 2 7S re, gm, % 
Sy ob Sew ES & 9 Agend Seetion Ors e £26 cal GOuSs 





Le 2289) there is 
without widue 

& thus further 
wneae report is 


Under smisti 










ar ff AMM GA m 
$6oxX ia increased 83 «4 





2 Wiha 
ts @ eel 2s 


reanit of a 





only. de charged 





: Lae — ae 
to Se & TRneome £26) 
manta t 





fate Gee cei 





fn 
its 
en oye Cis, 
pAonea as 3 
2% Tn 
peereres ale te? & 


2a 


4o be invalid er to 





mgs BR 


of tax or Prom Gates of sett 









7] 
. 
\ 
. 
“1 
' 
. 
, 1 
‘ : 
4 , 
. ' 
* 
’ 
. 
! 
. 
. . 
‘ 
. 










This 


yoor 
ya 


period oa in 
on Oe, 
every ¢ Code. 





: Tr cs amd ode Bo og obe o 4. : ne 
&y (a) Tnterest at 4 HLee0 ON VNS oF 
VM Lo 4 43 Be nen ayy Pa athe de om, 
tax credits or rofunda, jlement Bpon for roseattlanant, 








review, or appeal or from 2 m criginal gett 


asada Sections Soo, LU 







che Tas py Poo sys abe meas eo i was ” ? 
dei epase should rey ° rap oka upon axcoss 


peas f tease tueh as inde ee ee i Buia. 
BESBSSMBNES Os VOX o% es intersst ia omectea from the BaZPoTOLr 







nypoOn dalin ane Of course, this provision ‘should not 
apply to te Bis jeschters to pine original pie paca Ae a 
eva to “invest” supplius funde with 


& SW: ans ea FERS 








aa amemre ts ced ome 

[= ery Shay ges Be 

Mada 482 Stop rte abies td OP oe et wind 
a 





afin iam cE 
8) Bes, reoru 








{Appropriation Acts aach Seas 


eat 
res rate 


ro eesl 4 

Questss see att we 
3 « , + a ay 

from the state’a. st 








en 2, 
7 
ough 


BAtlas ne Geb bas 


4 
moet Coatrable 
ona Lor 
oat 








ee Pye > a | ton ny Gr nae ant 2 f-% on 7 a do Qe 
ou. pi Ha, Conae fr LoS Ba fal ate i br % Je . ted as hs Ghe 
my ety oe Dao wee RAT my Oe 1 ; soot ae, napet Mayet onan 
ast, Gheie use SACL vo: Ss his eietan SO MEPL Gor Lous 
ae a 
GAELS » 
They tt Die gery ate (te nt = Bey Lm. al mag, fon prasad: ae pean ee 
G6, Tha Lwjemey Genepalts voum.s: a delinguent accom~is 





me en ® ene 
wel SAG 


Fi pica g Tym BY ny 


A hse, ETAL Y 











= -SBoaeon 4 = a} cae tee ents cain Bt Ast Boe a, A d= 
ob ite ™ieig en archaic survival of ta fhe AGGOTLey 
: 
2 my, te » 
: le not @ aub- 
0 9%, e 4 
where tha commisaion is 


8 
”: 3 ~ YY oh 
ie oxceedingly Giret 


pi 





Te he two taxi, 
' unfer Section ee Fiseal Code withous securing permission from the Board ox 
Hinence and Rorenus. ‘(amend Seehio rx 130 5» Fiseal Cato) 
The ds cokers imow al) the facts and securing pereiosion 


from the & eee. which ie & rented as a matter of coursa, is a 
useless and a tims consuming Zormailty. 





Nam DT) Pine wen Ban dna see as pa dae muamlis Ca ‘ 
reduced from alx to Your percent 





in the form 


have tho option of hevire th 





heearir. 


Sows At 








or) 


Ox & 












Cie = aa gh 
Sueaez aN ang, 


sent od se er 
lanony Le Pes Us 


GILGEMOz a8 £64 U 





9. When a 





. 
on 


Fae An ose Dama nt wana an. ine 
we Oo v3 EOLTC o FIRCNSS BBG 








te anand berore 


£ zi 
Jeb WP Ie 


farmer 
qe Webi Ls 


rn ey IG 
ie LS oe 








mt of Chenge 


a va Sod os 
Py 





~ Sep econ aeeea a ed 
£262 FOoVusy OF 








POR FW: 7 


" 
eer 


Rann 
Ee? 
Lesa 


the Report ef Chango. 





thersin, Gan 
* 


na) Lae A 
Sebfithap et “5 ® ay 


fa® 
v8 @! 


> 


te Ty moa tp" TE any » : et oe | 
tho Board of Finence and Revenue is requirss 





al 


ended to six months, but init 








Pw es * Qe EN Fh gee 2 Wey 8 ten, & - an ee 
6a ehould bs 20 days of Piling wRived by tho 





"38 OF F 
eer ag is 
1541 near the 
3 ion 
;lonm 3& emdédo, Cn the 


OG C2sea, 
















Where no in aie 





thereof an independent bourd of tiree Dull time teubers should te provided. This 
board would exorcise the prescnt functions of the Bourd of Finence end Revenue, 
having to do with state texabion and escheats. Other functions of the present Board 
should be vested in appropriete existing departments. (Auend Sections 201, 202, 405, 
and 1102, Aczi eo strative Code, and Sections 501, 505, und 506, Fiscal Code) 
Sipe: 

in muny cases. 


of Justice is 
Aacaent on matters, 







in which he “Sen adyocube. ALL | 
‘members have obhe give tne tax problems 
before the Bourd dEServee 
13. — self-agsessuent feature presently previded with respect to cer- 
tain stube taxes should be reteined. 
RECOmsENDATIONS REWUIEING 


CEANGES Te, ADALLSTRATLVB. PRA ‘CPICE 
14. (2) The present classification and salaries of the state's employes, 
waking and supervising tax settlements enc resettlaients, should bs revised to insurs 
greater efficiency end more continuity. 
(») Civil service status should be given to employes of the Bureau of 


Corporution Taxes end the Receipts Accounting Secbion of the Depertuent of Revenue 


und the Taxing Sureau of the Depertment of the Auditor Veneral. 


< 


ires well-qualified personnel. 
ended 0 © the present personnel, it 


{+ 
o 
& 
by 
x4 
me. 





eS {2s cr er 
Cc 
Ss 
a 


critic i 
has been great r devle LS po of capuble men into the 
urmed services. pracet oe should be provided, not only 
to retain the present qualified employes, but also to attract 
and keep competent additions to personnel. . 


15. Resettisment and refund certificates, issued by the Board of Finance 


end Revenue, ahould show complete and cclelled tux compubutions, like settlenents, 


This recommendation is obvieusly desirable. The taxpuyer 
is entitisd to this information in any event and must have it, 
where an appeel is to be taken from the Boerd's action. 
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Frier to tho Act of February 2, 1937, P. L. 5, sertain corporation taxes 
were settied by the Depertnent of Revenue, before the taxes were paid, ani 60 days 
were elloved after cottlomont for paymsont of the tax, befere interest began to 
run. Sinse reperts for these texes were filed es of March 16th of each yoar, taxce 
were not usually paid until after duno 1, the beginning of the Pisoel yeer. Tax 
moneys thug became avatleble oarly in each figoal years 

In the 1937 Act at was provided that texes should thereafter be computed 
end peid by the texpayer at tho time of making the report. The result of this change 
was thet these serporate texos wore paid before the olose of a figcal year instead 


o 


of shortly after: th? commsnes non - of thet year end, coneequently, in the-single Sigocl 


yeer, 1986-1957, two yoore' taxes were collected, whieh were used to balance es 
A 
a 


budget of the biennium. Eut this provedure necessitated tho subsequent issue of 
tax antiolpation netes carly in the figcal yoor 1987-1938 and in the yeers which 
followed. 

With on estimated surplus. in the Goneral Fund at the clese of the present 
fiscal biennium, variously catimeted up to $116 million, the opportunity is afforded 
the General Assembly to take decisive action to correst the eituetion, oreated by tho 
Act of 1957 and to return to gound fiscal ard budgetery practice. This can be 
o ecoomplished by changing the deto, when these tex veporte and the corperate not in- 
com tax reports are to bo filed, from Mareh 16th and April 16th, Sehuentinein. to 
June 16th, or in the cage of era. reporting on a fiscal ysar basis, to 53 
months efter the commencement of the corporation's fiscal yeor, at the came time re- 
teining the feature of the 1°57 Act that texee hall be peda soneurrently with the 
filing of the tax report, subject, of ccurse, to final adjustment aftor settlemnt 
by the Department of Reverse 

Suoh logis letion could be edopted early in the session of 1945, se as to be 
applicebie to reports made in the your 1945. It is estimated that such a change would 
(i) Capital steek-frenshice tet, corporate end munisinal loana’ ter, end Sersign demo 
(2) Tax antloipsation notes were firgt orployed es a fiscal device tn 1936 te antioLl- 


pate the revenues of the erorgency taxes, imposed in that yoer. 
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MISCELLANEOUS RECOMIANDATICNS ; 
prance LEE AEE ECTS OES I % . 


a 


1. That the State Liquor-Coutrol Board adopt the policy of trans- 





Rerenve monthly, the liqucr store 





of taxeca collected, ma ane due 

ellowances for adequate working capital. 

2. That ee tntendada for reranuc should be pleinly labled as 
revenua Meansures wd that thse cmount collected by this means 
snould be propor sionate to tha actuel needs of the taxing bedy. 


So Taat porivica b2Zivisions be prohibited from imposing 


when such Liconses or 





4, That ali stats Licenses be iesued permanently by the bureau 
presentiy suthorized to Jaave them ond thet thoy eontinus in 
effect until revo's4 for cause; end that the Department of 

Revenue isene sae guhomatieally unless netified by 
the Lieonsing burecu that the license has been revoked or is 


in $he ro ocess of being rey 


Bang 





end that all licansesa, where 


the fse is relatively emall, be iasved on a biennial rathor 


J.-B 2 AGS Ses eo ee aA 4 =n, : 
5, That the lisense fecs now imposed on moter vehicles end 
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6. Certified publie accountents shovld be specifically authorized 


to appear end practice before ths Boexd o” Finenes and Revenue or any body, which 
may succeed it. 


A reesnt opinion of the Attorney General has raised 
; serious Goubts as to whether saccountsats may represent 

i clients et all beftrs the Board, although heretofore ths 
practice was never seriously questioned. Many review 
petitions may proparly ana adequately be presented by 
certified accountents. , . 


9, het there should be a statistical unit Im the appropriate sgency 
oy the state government to aesendle, analyze md correlate data on state revenus. 


9, Thet a professional study should be made of the bookkeeping system 


of the Department of Rovenue. 
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ten of taxation and ee federal, c 


“ The present unprs 


and local, end the urosroet cf somtinusd heavy tax b ideng in the pos {ever youre 
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ere in thouselvor avtfieient te guilty a mest esreful review of the reletions bee 
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tween the etato and ita polities! glaione. Only by the utmost economy ta 
operations and by ert lenensy in oSetnictvetion at 211 levels of government in ths 
post-war yoert oné by rigic cdherenes to constitutional jurisdictions of each 
level of coyermment | can tiers bo essurcnes that atrong local governments wi 
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(1) Por detailed enslyses of federal snd steto subsidies in Pennsylvania in ths 
past decede, see Report 10, cf the doint State Government Commission, antition 
Te Feononio Rescurees and Related Tex Problems of the Commomrealth of 
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2 ASS OS 4 3 Nes a 
Fenneylvanin, publichsd Januery <0, 1945. 
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the Comomasith's political She tex en roal property, which ia 
There era, in addition to the tar on 
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In 1942 lenal-gevermuemts of the Sommowrenlth collected 88.3 percent c 
: % b ; 16 é Ay \"% o) Saa be a, a ‘ Ot A ee « Cerasee§ 
- their totel tex receipts from yoann -Turtherncrs, the real ostate tax Surnt 
od 75.8 poreent losel rovene e681 peroent of total lecal reseista, 
. ‘ty Us eh ie wae ee %, ose 
ineluding etate grants. gona voer, real ertets sontelb: Ot 
A Fe. “4 op fh xe, BES en 4 PE “aan Sia 2 yea, eee 
all revenge of the end ite yolities] subdivisions, including fsaderal 
Br it ¥, « 4 La Mes oF ¢ im EA LL F, »», oh ae, aves: tkage ot Rae gfe at 
granta to the Censourcaltns of fedorel greuts, real estate contributed 








41.2 percent of #11 state anc dosal revomes an Penney lvaniee 
Prom the ovaileble deta, 24 appedrta thet local taxation of preporty in 
Penneylvsnie ig heavisr then the sveregs ef all forty-olght atatee. A study of 


(1) For a detailed disousnion of the Peis and vevenues of local governments in the 
Commorveal th, _gga Revert No. 1 of the Local Government Cownission, antitied 
Cost of Governuont in the Commonvrasith of Fonngylvenia, published September t, 
Load, 
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the Censu PROS 0 
provided, in that year, €9.9 percent co the totel revenus helwuting gsrenta 
Commonwenlth’s politica: subdivisions. This proporticn was substantially geaate 

= fd BRE any ie OE gn A Ae Jao beg ton 5 oe ee va a | 4 
then the average of 59.9 percent for the forty-eight states end the Distile a 
In comparison with sisht Pennsylvania’ s local tax 

tw Bree ~ a Ko a 
on property Wes greater than any co tacse in the eleht comparative statics the 
tax burden om property, a8 & percenteze of tctal revenus of local goveramenté axe) 
4 F; 4 TAT cs coy sae a ey 5 “) : Pax 
from 47.8 tarcent in Ohio to 65.4 vereent in New Jeresy. compared with Fenusyl 
Bed f 3 
ae oe eee ae ae ote nee ee Ss ree eh econ ee e aa , 

69.9 perce ant s Realistically, mocsevar, sxperience in Pennsylvania has shown 
almoegt exclusive reilenca upor as a tax source for local governmen 
has resuited in sraet herd in She metropolitan, cr Rigcly uroaniaed ereas c 


as well as in thoree sectic Y the 
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_@7Tens, 45 boty 2. xhiech ersas the decliae of gasesaed valuations has been most me 
in the past decade. With the exesption of piscemeal measures, including the state 


asewumrtion of the entire cost of public asaistanea, in 1937, the General Assemol 
problem of local taxation, althougn more than 50 


given littie recognition to ths 


of the taxes of tha Cc maonweal th and 
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-government. 


The most feasible means of troviding 


‘the present itnecuitable burden of losal texeation 
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nent relief for rsal estate 


appear to be the. following: 


for-loesl governments, 


Aediesated to local purposes, 


the texing powers of local governments. 


th rs} 


either in 
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form cf state-collectad tenes 
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increesed grants from the Comnonyealth. 





i” Massachuastts, New York, New Jersey, Ohio, M 
California. 
& For further discussion of comparative tr ope 
‘oint State Government Commission, entitled 
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Tex Problams of the Commonvealth, wublis 


rty taxation, 
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enigen, Iliinois. Indiena end 


ace Report No. 10 of 
19 Sconomic Resources and Related 
anuary 20, 1945. 
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New revenues for locel goveranent may b sbtained either by the extan-= 
sion of their taxing powers or by ailocavion cf certain state-collected taxos for 
local purposes, Tho broad extension cf Local tax ring powers has the denger of 
seriously restricting, at seme later Gate, the flexibility of a well-bdalance 
stata end lecal tax program. Fur thermore, most of the major taxgs, which have 
not been utilised either by the atete cr lecal governments in Pennsylvania are 
of the types thet could be more efficiently and economically edministered and 


collected on the state level. 14 is for this reason the ax Advisory Committee 


bellevse that broadly-based texes, collected at tha state level and distributed 





and equitable basis, will furnich 
the grcetest relia? to local govexrnmants. A program, dedi cats ng such taxes to 


© 


specific locel purposes, has the additional adven bag @ Of removing the constent 
pressure from the Generel Asdenbly for ceatinuously inereesing subsidies from 
_.ths state's opsreting funds to lorel units of goverment, which reawlt in both 


incresaing the ovar-cll eost of the function and diminishing local initiative for 


sound end 6conomical administration. 





Although school édistriote rerform onl: 


y one manele pubiic 
education, in 1942 thoy ae wih percent of all the real estate tax 

2} 
(including per capita, oceupation, and poil taxes, which cannot be segrerated from 
real estate taxos, as reported), sclilested in the Commonwcelth for that year ; 
Real estate (and por oapite taxes} conetituted ebout 76 percent of the total revo-= 
nues of the school districts in that year, The remaining 24 percent was received 
from state grants. The relaticonsh!p of state grants to local revenues, howover, 
varied for ecch clase of school district = the dove deblivas districts getting 2 


_ lesser proportion of thoir inoore from state grante than the ewaller districts 


as shown below: 


Percent of 
State Granta. 
to Tetal Revenue 
of School Distrists 


Class of District «1941-1942 
Pirst 8.2 oe: 
Sesond 13,8 
Third | 2294 ‘ 
Fourth 408 


LTOPARS 23.7 
State crante to scheol districts are on a reimbursenent basis. Tho 
gchool districts disburse the anounts, required to carry on their operations and; 


upon application to the Department of Public Assistance, the state or 
3 
them for certain expenditures, besoe cn at least ten different nOPnaNSE 


(1) Por a complete enatyaye of the fiscal problems of the school alaeriehe, see 
Reports Number 2 to 7 of the Joint State Government Commission, ent sitled, 
Report lo, 2 "PS sca} Operations end Debt of the School District of Philadelphia, 
1920-1945" dated May 204 19443 Report ty 3 "Fisoal Operations and Debt of the 
School District of » teaburg, 1219-19485" dated May 11, 1944; Report No, 4 "Fiscal 
Operations and Debt of the Scheel District of Scranton, 1919-19435" dated liny 12, 
1944; Report No, 5 “Fiscal Operations and Debts cf Eleven Selected School Dic~ 
tricts, 1920-1943" dated June 19, 1944; Report No. 6 “An Analysis of the Fiscal 
Operations of the School Dist riots of the Commonwealth of Pennsylvania, 1920-13942" 


dated June 21, 1944; Report No, 7 "An Analysis of Public Expenditures for Education 


in the Commornveal th of Pennsylvania" dated June 21, 1944, 
(2) It is estimated that per capite taxes in school districts in 1942 represented 
6.8 percent of total school district taxes, 
{8} For a complete description of tha formulae and the method of distribution, 809 
- Report No. 7, of the Joint State Government Commission entitied, "An a 
of Public “xpenditures for Education in the ed of Pennsylvania", 
Gated June 21, 1944, 
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tne ratio of assessed valuation of rc tate to true valuation 
thr at t ti etsta or ever ithin incividuel eounttiec SYN BS oc ee ee bt eas See ie 
TOUR ROU s UNS Beale or even witha NaLVicdual counties. MOWSVED, DY arOLerar Lay 


, sane ee! £ pacucemoan} a hina are dave a ae i Siatnd SO, yee ee Or 
aAncreusiny bue ratio of ESSessment to true veluation , liany GQistricts ure able to 


+ . YEeCeLve nicher perrant.voun nf ctheta wedivwime Poe bh, yea one ae her orn . 
Cluim und receive Higaer percenbleges of state reluburseuent then wes antended und 
arn “yee | Lb eae ts WD Fa Ea ey G ren Fy Ae pe Senate 5 pees a» 
the legislative forauls. Though the Stute Council of Ecucation hes authority bo 


“A 


disallow the estimates, which resvlt from this ratio, in effect the exercise of 
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that authority is not pructicel, unless the Stute Council of Education constitutes 


> 
0 


itself as a stute pourd of assegsuent in orcer to esteblish uniform realty assess 


nents throughout the stule. Hecause of this leophole, it is possible for certein 
districts to assert a greater rutio of assessed valuation to true valuation then is 
actuully in effe cet, thereby decreasing the true valuation ger teacher end acsuring 
a Higher Percentage of stute ex 
arbitrary und fictitious addition of one extra teacher to the number actuelly employed, 
to decrease the true valuation per texcner and so saaaned for « larger share of state 
grants. Such arrangenents ars porticulurly profitable in districts, where state re- 
imbursewent for bteachex gt Seluries nay amount to as much as 8&6 per cent of the nen= 
dated teucaers! selurics. 

In addition to the undesirable conditions, brought about by the current 
methods for distributing state aid to school districts et the present tine, the system 
lends itself to a wenkening of local a eat a docal control of expenditures 
and, thereby, aiscoursg : governuenbal thrift. Furthermore, it results in constant 
pressure on the Legislature, demanding greater nnete from the State's General Fund. 
On the other hand, were the stute better equipped to collect certain taxes and turn 
them over to local units on soxe reasonable beSis, local control over expenditures 
could be weintained end thrift encourzged. This is eSpecizlly true, when the in- 


dividual taxpayer is made fully conscious, by the nature of the tax, of his direct 
Pay oe y 3 


contribution to expenditures for ssecific purposes . 


( 
DALY, 
Wu Nt 





5 
, 
. 
2 
4 
4 





DEDICATION OF TAXES TC 





pedro las car ce a 
It is, therefore, proposed that tha state proerem for agsiatanes 
school districts by prants from the General Fund bs chanzed to syst 


the state would collect certain tazes erd Godicate the revemieas 


should de continued in the case of fourth cleas achool distri 


be made from these specially dedicstad texea. 


In order to give full recognition to the size of the district, the sizs 


taxes to school purposes. The yielés of these terse could be distributed 
school districts on the basis of a guarantesd amount of $1600 ver year fo 2 
teaching unit in each dis trict in dieu of &11 other present appropriations fro: 
the General a to achcol districts. Reimbursement for trensnortetion of pup. 


cvs cnly, and should 


of teaching units should be established by tha General Assembly in the various 


paneees of districts, @3 follows: in first gleaea districts a 
consist of 35 vupils per teacher in average daily attendance: 
oO pupils per aca end 4th clags, 25 pupiia. In the caes 


sa dc where, because of the etiall number of pupils, it is 


teaching unit woul 


2né@ and 


of 4th class sehos! 


impossible %to 


maintain the 25 pups Ll-tercher Patio, the State Gouncil of Education should ba 


given the authcrity to grent ths $1600 cn the basia of a small 


ratio, depending ca local conditions. 


SP pupil-teac cher 


The @ncunt that the states would ba required by law to evuarantes to 
g 


school districts under tha abeve formula would be $04, 374, 089 


MS, ome oe: 


por year, as coni- 


pered with actuxl payments during 1943..1944 of $57,591, 696. en annuel revenus 


increase of 425,888,998, or 47 percent, to the school districts, 


The comparison of the effec 
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with actual state grants for the fiscal year, 1943-1944, by classes of distric! 
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Proposed Distribution on 





Basia of $1600 per Teaching 
= tt. 
Unit (ineluding Transporta- 
tion for 4th cless districts 
AS. fAe AAN {> 4 OV late Ory re nde hes fA 
only) Pim, EPO, OU she ty 600 wef» 5, 689 34.374 
Stete Peyments ~- fiscal year 
Cr APR aa yt f 6325 ~ 
194o—1 944 (a) o1,406, 250 wipes. oie 
2% Wt GaP RPTL 2 a 7 
5 > be J = st — — a is = 
Potential Increases in State 
4% TF RG Oey by? ZAM LAR Hh fA fr Pr 5 > 
Pa yment 3 eg 5 BO4, Ke’ $14,448, 20 i oF Guy 9 £54. $e g } 
2 ee re, Sar Ad 8 Be 479 
Percent of Increase 155 65 12 4.7 
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collected general 





‘expleined in Part 
gross receipts of public utilities end on grossa premiums of insurenca companies, nov 
now allocated to firemente relief and police pension purposes, be aediested to the 
support of ths public achool system, These three tax scurcea ars estimated to 
yield, in terms of 1943-1945 re yonuss, approximately $179 million par biennium, 

The Gistribution to local séhecl ee ae on the baaisa of the proposed formula 
Would amount to $168, 95 miilion per bismnium, leaving & balance of approximately 
$10.25 million. The procesis from these specially dedicated taxes would alse te 
used for the payment of esleriss en3 expenses to cowuty and assistant county esuperin- 
tendents, county toards , *n@ other minor iceeuinebone payments, amounting to 92 
million a biennium, and reducing the belance to about $8 million. This amount would 
be available, at the aiccretion of the Superintendent of Public Instruction, for 


relief of financisliy-disiressed achocol districts and to take care of those fourth 


(a) The above ficures, for 1943-1944, include the emergeney ccst-of-living grant, 
amounting to $13.55 million in this year. If such cost-of-living increases were 
discontinued, the total net gain to the school districts would be increased 
by thet emount. 
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class school Gistricts, whesta the popil-teachor 1 . or te 
cannot ba nei neeiieds 

“Asauning that the ontire $179 million isa to be distributed for school 
district purposes and for county auperintendents, et cetera, this pum, in «ffact 
would represent an increase of $59,557 million in state grenta to school districs 
above the emcunt, including the emsrgency cost-of-living increases, provided ir 
the 1943-1945 budget. Theoretically, this sum may represent an amount, by which 
real estate taxes could be reguced, if achcol expenditures are maintained at the 
preesnt level. it ie quite possible, however, that full realization of thia amount 
may not be realized, since districts may be presently operating on a deficit on +} 
casis of their present revenues, cr my bo currently unoable to offer certain 
educational services, which the proposed lergsr grants would permit them to go, 
It may, however, bs assumsd that gonerelly it should be possible to give Scewtane 
tial relief to real estate to the extent of a major portion of the above amount. 
There may be some justification in the suggestion that part of ths revenue incresss 
of the school districts be used to aboligh the per capita tax, imposed for school 
purposes, since both this tax end the Beiesel sorekt sales tax would fall diroctly 
on individuale. The abolition of the per capita cae would result in an annual 
reduetion in leon) revenues of second, third, end fourth class school districts, 
amounting, to approximately only 28.8 million, On the other bend, should the various 
school districts establish a pupil-teacher ratio, used in the stete distribution 
formula, es their minimum bese, there would be potential savings of approximately 
$18 million. In order, hovever, to insure some substantial reduction in the 
school district real estate tax burden, the present tax limitations for school 


districts should be reduced to reflect reasonable reductions to be expected in real 


estate tax rates, as a result of the increased school revenues. 
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Although it is not an essential feature of the proposed school formla, 


a system of county school districts 1s a fundemental requirement for better adminis- 
tration of the school system of thea Commonwealth and a more equiteble distribution 

of stets-collected, locally=paid taxes. School districts of the first end second 
Classes are gensrelly considered to be large enough to continue ‘6 cperate as 
individual school districts. However, third and fourth class school districts do not 
constitute en economical unit for schcol administration. It is proposed for those 
districts that the county be established as a unit of school administration. 

Some of ths advantsges of the proposed school formula end couty wit plan 
ere enumerated below: 

(1) A broadly=based tax wovld be provided in support of a state-financed 
program of mininun state-wide Sducntl Guel stenderds. This program would also provide 
funds for some equalization of business taxes and for substantial relief of taxes 
on locel property. 

(2) Hducationel opportunities would be equalized throughout the state and 
enong the counties to the benefit of children in the less prosperous areas. Present 
school 4istricts with relatively gmall resources would be assured of an edequate 
educational program, while those districts desiring higher standards, could attain 
such standsrds at their own expenss. The number of districts, which appeal ennuslly 
for special aid to financially distressed districts in order to avoid the necessity 

an closing or curtsiling their achool facilities, would be greatly reduced. 

(3) Under the county unit plen, school funds pains be used to better 
advantage to establish md mintain achool Plants, where most needed. Duplication 
of school plents, teaching staffs, and collateral activities would be reduced. 

(4) The county school unit wound collect ell school taxes and make possible a 
reduction in the cost of collection by seving salary expenditures for io eicancne, 


secretaries, treasurers, auditors, and solicitors in districts, where the amount of 


school business does not warrant these services. 
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RECOMMENDATIONS 

(1) That for the purpsse of giving relief to the public school eysten 
and of bringing about a reduction in texes on real estate throughout the Common- 
wealth, state dedicated tarcs fcr soheol purposes to provide $1600 por aeiieed 
unit be raisod by a etete sales ani ee or uso tax at the rate of 2-1/2 
percent and by a ehift of the utilities grogs receipts tax and the inaurancs 
premiums tax (state collected) to the uae of local eohool districts. 

(2) Thet the preoesds from tho etate dedicated taxes for achool pur- 
‘poses be epportioned among the four claeses of echool districts on the basia of 
.a $1600 per teaching unit with the oto Ue teach benccee ratios to be establish 
ed, viz: in first class ata teiate, S35 pupils per teacher, in second and third 
‘elage districts, 30 pupiie per teacher, and in fourth olegs districts, 25 pupils 
per teacher. | 

(3) It 4e tho sence of tho Tax Advisory Committees that a reduction in 
‘he rOvenud requirements of individual sehool dietriote, which will necessarily 
 yesult from the propesed plen, will permit ea substantial reduction in the sehool 
district levies on real estclo. This can only be assured by establishment of a 
ceiling by the General Ageer|ly, on the emount, which may be sesoreed end collect- 
ed from real estate for gshecl purposes. | 
; (4) That the courty be established as the unit of school edministration, 
except that municipalitics, ili a population of mere than 30,000, shall conati- 


tute separate school asetricls. 
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An examination of the expenditures for various governmental functions by 
the units of government in the rere ee te that municipal functions, 
as distinguished from county functions, are essentially different in charecter 
from those, administered by the Commonwealth end are of a nature, which cem be best 
administered at the local level. County functions in the Commonwealth, on the 
other hand, are for the most pert sheared with the Commonmmealth, end in the case of 
several functions, the county is, in fact, merely an agent of the Commonwealth, 
although contributing a relatively high portion of its total revenues to functions, 
over which it hes reletively small control on jurisdiction. At the same time there 
are certain functions, which the state hes assumed in full, but which could probably 
be more effectively administered at the county level with joint participation by 
the Gonmouasettn md the counties in both regulation ed costs. These are the sreas 
jn which trensfers of functions can peer be consummated to provide a more logical 
distribution of finencial and administrative responsibility without weakening the 
jurisdictional posi tion of local md state government s. 
PUBLIC ASSISTANCE 

Penneylven ia has had experience with both locally-administered and state- 
ee | public Seuarenee. Up arenes 1932, the counties of the Socgtitte 
wealth were completely responsible for the costs mad administration of all public 
assistance, except mothers' assistance, for which the Commonwealth had assumd 
partial responsibility es early as 1913. In the depths of the depression in 19352, 
however, the State ene Relief Board was created to edminister emergency relief 
through the poor districts. Two yesrs later, the Commonwealth initieted ite second 


venture into the so-called “categorical” assistence field of local responsibility 


by providing state-aid for the needy blind end eged. 


See Report No. 1 of the Local Government Commission, entitled Costs of Government 
in tho Commonwealth of Pennsylvania, published September 1, 1944. 
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Amore Grastic step Was eae in 1937, at wnich vilh the Commonwee th 


took over the extire public assistance field, assuming the complete responel - 
bility for ell administration and costs. Althoucnh County Boerds of Assistance 


were established, « careful reading of the Act of June 24, 1937 (P.L. 2051), aa 


om 


emended by the Ast of June 2, 1939 P.P, 1001), shows that the autnority of 
these boards is lergely illusory > In actual practice, the members of thease 


e policy or exercise discretion: 


Q 


poards heve hai Littles oeportunity to influer 
Regardless or ths county board orgs enizahion, the public assistance program in 
Pennaylvenia is in effect state-controlled. 

Administration of public assistance has become a sharp controversial 
issue in recent years. It is noteworthy, hovever, that Pennsylvenia is unique 
in respect of its present syste. of compiste responsibility on the Commonwealth 
for sdministration and costs of alli public assistancs. No other state of com- 
parable size hes seen fit to follow the Paennsy sniea pattern The practice in 
most other ateates is based on the belief that public assistance 4a best administered 
locally, where tis financiel needs of each applicant can be more quickly and 
accurately ascerbained and checked Pe oes Suen general acceptance of this 
point of view, a5 evidenced by actual practice in moat all other states, not 
only cannot be {enored, but indicates that there may be a major error of policy 
in the Commonveelth's position. ; 

In 1955 an experiment with local sdminis+retion of relief was con= 
évucted in six selected countiss, representing aifferent sections end conditions 
in the Commonweslth. Members of the Goodrich Committee of the General Assembly 
visited the coursies ana reported steadily increasing confidence in local admin= 
istration of relief, baged upon greater public truss in local aetermination of 


locel problems vy thoss closer to, and more familiar with, locel conditions emd 


needs. 
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that mentbers of the County Boards had becomes discouraged in their efforts to adapt 


the relief program to their individual districts. Under such circumstances, other 
citizens, who were less directly concerned with the problem, neturally lost intere 
With the Commonyealth's essumption of full financial responsibility, as well as 
edministrative control, the Commisaion felt that meny public-spirited citizens, 
previously concerned about the cost or manner of administration of relief, becene 
apathetic. It was the Commission's belisf that with the return of administrative 
ana financial responsibility for public assistance to the local units of government 
the citizenry could be made more conscious of both the costs and administrative 
problems or relief and unemployment. 


All these considerations apparently lead to the conclusion that public 
assiatance should be a local responsibility, locally administered by those familiar 
with local vroblems and leeal conditions, Administrative responsibility is necessar- 
ily weak without financial responsibility. Therefore, the counties should be re= 
quired to contribute meterislly to the costs of public assistence, with the Common- 
wealth fixing certein minimum stendards snd providing s substential portion of the 
costs to essure a uniform state-wide progran, 

The wesent problem, therefore, 1s to restore the principle of local re- 
sponsi bility for ths administration and financing of public essistance, without 
-losing any of the banetieg, achieved during the past decade under state-wide stand- 
ards and administration. This een be eccemplished by joint state-local responsi - 
bility in administration and in finencial support of public assistance, whereby 
the state's Depeetacne of Public ‘esistance determines the general state-wide 
principles, state-wide policies, ami state-wide rainimum stendards for all programs 
of public assistance, gives consideration to the needs end requirements of the 
end standards, 


state and the various counties, end establishes rules, regulations, 


1/ See the Joint State Government Commission's "Report on Relief", prepared for 
‘the General Assembly of the Commonwealth of Pennsylvania, published January, 1941. 
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while lesal adminiatration ia the rsaponsibllity of local authorities. Losal 
administration would be porferncd by county boerds of public assistance, whose 
monbers aro loosilly eppointed by, end responsible to, the ceunty government. 

the financial requir snants of the oounty boards of pe oO assiatencs 
under thie progrem would be met ty a basis contribution by the counties, with the 
‘balanse to be supplied by the stete, Ths developrent of a formula, which will 
provide «a relatively ¢ equiteble contribution by the counties for public assistance, 
‘dis mot an insuperable problem, thevgh 4+ will require thoughtful consideration, 
based on expsrionse in ether states. Avesssed valuetions of various counties, 
equalized to a state-wide stendard ef 100 psrcont valuation, would provide re- 
lisble data a3 to the relative abliity of eash county to finance ite fair share 
of the sests of miblio assiutence, hth thie equeldzetion, the counties could 
be required to levy a gpooified tax rate on renal estate for publics assistance 
and any amounts required, shove that jovy, eculd be provided by the stato. 

The besic contribution of no one county shold in any case be less than 
50 percent nor more than 50 persent, on the ag sumption thet the average contri- 
bution of the sounties would approzimate 40 percent of the total cost of non= 
inatitutional welfere, ineluding public esaistanece, foster home care, and obher 
forms of child welfare, ea well eg all casee of relief, not cared for in etate 
inetitutions. This would involve ea biemial expenditure, based on current tronic, 
of approximately $52 million by the counties and a reduction, in tho seme amount, 
of expenditures for public assiot tance from tho atat e's General Fund. 

The range of $0 to 60 percent county partLeipation would take care of 
‘the ecuntios, which have wpooter nests end legs ability to pay for public assist- 
anos than a eacaee Eugh counties will, of pegenes ty. nerd a LEAP ERE shere of 
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In order to east liters tne ascumption by the counties of thedy share 
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of finsnolal reeponsibility fer mblie e#eistance, they would be ageis ted by 
new revamies from the proporsd now etets nest income tax on unincorporated busi- 
neas, 66 recomended in Part Ii of this report under New acne of Revere. 
The preocesds from this tex, which would be at the eame rate ae the etate corporate 
net income tax, would be used primerily for county purposes so ‘ to enable 
counties to bear pert of the ocat of public aesiatence and the anount, not so 
needed for this purnse, auld be allosated to municipalities. 

it is estimated that thie tex, at the prssent corporate net incom 


tax rate of 4 porcent, would yield $25 million bionntally, 


RECOMMENDATIONS 

| | (1) Theat all none-lnstitutionel welfere, including assistenca, be 
declered the joint reeponcibility of the state and the counties, edminiatered 
through the county eommiggioners, with the State Department of Fublie Asgistance 
setting atanderds and the countics contributing a material portion of the amounts 
Cebnntcek: 

(2) Theat a stete net incoms tex be imposed on uninoorporeted bueiness 
at e rate equal to the rate imposed on incorperated business under the Corperste 
Net Ineome Tax Act end that the revenues frem thie tax be used first for county 
rarposea so ea to enable ccuniics to dear pert cf the cest of public essistence 


(2) 
end the emount, not needed for this purpose, be allocated to tunieipalitiss. 


(1) Thie recommendation ie repeated and discussed further in Part II of this 
report under "Nev Sources of Revenue.” 
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INS TITUTIONAL WELFARE 
Wolfere functions, not included in the digoussion immediately preceding, 
relate primarily to tho inatitutional cere of indivents. Under the provisiona of 
the original Goodrich fet of 1937, such cases wore generally the reaponsibility 
of the counties end the Comonvealth, sach nainteining their separate and distino% 
institutions, The emonded "Mentel Health Act”, which beoane effective on June 1, 
1941, whereby the atate serumed respensibllity for mentel patients and all mental 
hospitals, formerly under tho Jurisdietion of the county inetitution distriote, 
created « confuse ing edninistrative problem, This sonfueion was not limited to 
the ed niniatration of the particular institutions, but extended to the determine- 
tion of regponsibility, wlth the result that very thin ani confusing distinctions 
heve developsd, shadowy in many cages, with unneesegary duplication of facilities 
and services, | | 
. The transfer to the Commenwoelth of all institutional care, inoluding 
“the properties, would eliminate the exleting confusion and Guplication.  Thig 
transfor would fix sompletely upon the Commenvealth the responsibility, not only 
for the costs, but for the standards of a publics welfare service which, because 
of its requirements of scientific and msdical treatment, warrants atate-wide and 
uniform atandards. Tho transfer would sleo avoid duplication of highly expensive 
equipment, facilities, and personnel in mmorous local orses, end make for greater 
ebtictensy and were effective services. The etate’s easumption of the coste of 
ell institutional care would constitute an additional burden on the General Fund 
of about $22 million biennially, thereby relieving the domenda upon county revernes 
te the same extent, 
RECOMMENDATION 
(i) That institutional wolfere costs of county institution districts be 
7 the exclusive responsibility of the state, both finenoial and edministrative, with 


euch trensfers of property as may be required. 





JOULLCLIARY 

ASE judicial function, which in Sia a aaa is an essential state 
function, is presently eduinistered jointly by the Commonwealth end the counties, 
with the counties, in 1942, ussuming about 84 percent of tne costs, incluuing those 
for tue constitutional, county "fee" officers. No jurisaiction over the courts is 
vested in the counbies, but they are required by law to furnish a elaployes, office 
Supplies, services, and querters as the judges in each county may request. 

The ‘court euployes, paid by the counties include criers, tipstaves, 
jurors, Stenogreyhers, court reporters, and secretaries to judges. The counties 
wlso puy the fees of bhe iinor judiciary end constables end provide office Supplies 
and eyuiywent and other services. This division of costs betveen tne State and the 
counties, with division of responsibility, is an anomaly, which cennot be justified. 
All costs for the courts of common pleus, of oyer and terminer, quarter sessions end 
grcicac! courts in all counties, the municipal court in the City of Philadelphia, end 
the county court in the County of Allegheny and the expense, now incurred by the 
counties in connection with minor juaiciary ena constables, shoula be transferred 
to the Commonwealth. The counties, however, shoula continue, as « watter of econony, 
to provide the existing housing quarters for the courts, until such tine as new con- 
struction muy be reyuired. 

tas eStimuted that the transfer of the judicial function and the fees 
of the ainor judicial officers una constables would relieve the counties of costs of 
about $15.5 million biennially. These costs would be assuued by the General Fund of 


the Commonweulth. 


RECOmubN DAT LONS 





{1} That there be transferred to the Commonwealth from the counties the 
expenses, involved in the euployment of criers, tipstauves, jurors, 


Stenographers and secreturies to juages, court reporters, and supplies 
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delphie, the immic pel eourt, and’ din the county of Allegheny, the county 


“court, with counties furnishins oxisting houeing quarters for thse courts, 
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end industrial farms. Tn 1942 the counties supported about 58 percent of the coat 
of corrections, inclucing the maintenance of penal offenders in stute und semi- 
state institutions. At the present tine penal offenders, sentenced oy the county 
courts to stubs or semi-state institutions, are lg edeal tibia expense oF the 
county, Which puys a per diem charge to the Commonwealth. if tne courts deem it 

2 advisable to commit savieds offenders to stzte oy cemeaieie institutions, there 


fa] “ 


Sees Little justification for considering the usxintenance of such offenaers as a 


matter of lecul concern. The correctional function, in its relation to this bype 


2 


of offender, is a matter of the general interest and can be conducted properly only 
at the state level. 
It is logical, tierefore, that the state take over the entire coats «ni 


com 


responsibility, insofer es they apply to penal offenders, comaitted to state and 
. Semi~state institutions, from the courty, which has litle jurisdiction over ei the 
the judicial or correctional espects of this problem. 
: The transfer to the abate of the costs of the waintenanee of penul offen 
cers in state and semi-state institutions will relieve the county of biennial costs 


- estimeted at $7 million. 
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WENDATION | 





(1) Thet the state should bear the cost of waintenance of penal oifen- 
ders in state and semi~state institutions (without any charge being 


mude to the counties). 


REVENUE SHIFTS TQ COUNTLES 








In addition to receiving Bue ee eds from the proposed stute tax on 
gutieeawence business for public assistance purposes, as recommended eurlier, 
certain present tax revenues of We stats would also be shifted to the counties. 

It hus been nts in Part IT of this report that all taxation of personal 
intangibles be transferred from the state to the county and the county personal 
“property tax be extended to cover the stock of stute and federal builuing and loan 
end Savings and loan associations. 1t hus been further recommended that both the 
tax on writs, wilis, end deeds and the fee on merriuge licenses, now collected by 
the counties for the state, be changed to a county tax end fee. These three measures 
would result in « biennial increase of county revenues of sepproximutely $9. 6 million, 
of which $8.4 million would be raised by taxation of ne end municipal loans 
by the counties an place of the state. The extension of the personal property tax 
to builaing and loan associetion shares woulda produce about $600,000, us would the 
additional revenue retained ry the county from the writs, wills, and deeds tax and 
aueaige license fees. Unlit:e the revenues from the proposed tax on unincorporated 
business, these revenues, si: Tted to the counties, would be for general purposes 


rather than 4 specific function. 


RECOMMENDATIONS 
(1) That the tax on ‘rits, wills end deeds, and the fee on marriuge licenses be 
Changed frow a f:ate tex end fee to a county tax end county fee, respectively 


(2) That a survey be sade to ascertain whether other similar documentary trans- 


actions should t: subjected to the county tax. 
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(3) That the corporates Losns tax abolished and the obligations, now ° 
taxed thereunder, be subjected to the (county) personal property tax. 
(4) Thzt thie muniedpel lozns tax be abolished and the obligations, now 
taxed thereunder, be subjected to the county personal property tax. 
“(5) » Taetde provision, imposing a tax similar to thet formerly imposed 
by the Act of 1897, and made upplicable to both state end federal 
building snd loun and savings and loan associations, should be 
incorporated in the county personal property tax act. 


SANITATION 


é 





In the interest of improving and strengthening local government, a 
transfer of function is recommended within the range of locel ;overnments. Town 
ships and boroughs are too small to cons adequately with problems of sanitation. 
Furthermore, these problems cannot be confined within city limits. Effective co- 

operation between these unibs of governuent on health end sanitation is at best 
@ifficult, creating juriscictional end administrative problems. A larger unit of 
local government encompassing urban as well es rural units, is in a better position 
to deal with certain problems of sanitation. Municipsel wuthorities should be: en- 
couraged to construct and ope orate trunk sewers und sewage aisposel plzints on a fee 
basis through the cooperation of the various municipalities constituting a drain- 
see area. Since the operaticn of these services would be financed on a fee basis, 

it woulu not only relieve local taxes from this cost, but would ulso enable uunicipal 
éuthorities to finunce tae cupitel outleys for these services by means of revenue 


bonas, Shue leuving the general borrowing power of the municipulities ete dnad: 
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RECOMMENDATION 
(1). fhet enoouragonent be given to the dgvelopment of municipal 
guthoritica to congtrust and opsrate trunk sewer amd sewage 
ciapesal Lanta on a rontel bagie, with cepital expenditursa 


financed on a revere bord basia. 


BEAL TH 

General heolth lated exch an commmicable diseases, end some health 
gervices, auch as the onl eaties and preserve ation of vital statietios, cannet be 
Linited ty political noumlarios o Concern thy i “4% 4a @esireble that certain of 
these preobieng of state-wide intercet, namely, eoumunicable diseasoa and vital 
etatis tice, be edvinistared at the stath level, Genoral experiences has found 
local health administrelion dofeative iniree poet to “hese “‘Ateme and their areueD— 
tion by the etete would be welcomed ag a desirable aliesssation of thie funstion to 
its proper sphere. | | 
RECOMMENDATION — . 

(1). Tat tho health problem, so far ag it relates to communicable 


Glaeagee ard vital ctatiatios, be declared a state function. 


STATE PONDS TO LUNTCTPALTTESS | FOR SIGHVAY PURFOSES 

Altbangh ail losal units of eacahiaaist in Fonneylvwania, exeept sohool 
and huatteneaci districts, spend funds for highway purposes, counties and second~ 
claga tewnehiz: ere the only dirset beneficicries of state funds for such purposes. 

The normel 3 cent tax on gasoline, now levied for highvay purposes, is 
partinlly deJioated (1/2 cent per gallon) to counties, presumebly on the basis of 
the averace mount of gaodling, cold within each county during the three year period, 
19281980. ‘The wse of these dedicated funde are restr ted to the construction and 


meintonenc’ of higtveye and bridges, end the payment of any indebtedness, dneurred 
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for these purposes. Counties may also grant part of the liquid fuels tex reoeipts, 
or other county revonusd, to cities, beroughs, and towmehips within their juris- 
diction, for munleipal highway construction and uaintenchas. Thees grants are not 
mandatory ner ia there a regular formula for the distribution by the sounvies of 
auch grents to the wuiniodpalitior. Consequently, thors ere meny instences of in~ 
equitable distribution end, furthormers, there ig no ameurance that ths grente by 
the county to ite sunielpalities will be olthor uade or continued froa year to 
year, om the seme begis or on gos other basis. 
The counties’ share of the liquid fusis tax dates from tho first levy 
of the tex in 1921, when Pounsylvenia’e modern highway progrem had its inception. 
Since that time, the etete has relieved the seunties ef the costs of maintenance 
of many of their roads by msking then pert of the highway systen of the Commoneaith, 
Furthermore, the state, under tho Ast of May 28, 1943 (P.L. 796), must aseuno tho 
costa of ali county roads on tho petition of the county commissioners, #6 that, 
with the excoption of past debt services, incurred by ccunties for higiwaya, any 
county cen reliove itself of sil expense tor constructing and mneinteaining highways. 
Second clase towngshipe now receive grants from the state's Motor License 
Fund, emounting in 1943-1945 to a7 willion. All other munieipelitiea here to 
asgume the full costs of tholr etreeta and rosds, many of which are vitel porte 
of the Commonwoelth's highvey system, without regular or continuing aid from tho 
state. In 1942 the Commomraalth sesumed 65.7 percent {excluding liquid fuels tax 
revenues returned to countiog and highway grants to second olaes tornships) of 
total expenditures for higimays; ocunties and eecond class townships, both of 
which reeeive substantial hignway eid from the state, 8.6 percent of the total; 
and cities, borougns and first oloss sovnships, which receive neither liquid fuels 
tex furde nor reguler state grante for highways, 37.8 percent of the total expend’. 


tures for highvreys within the Comonvresithe 











‘In view of the ebovo ciroumstences, a more equitable distribution of 
the tex funds for highvey purposes secs warranted. The present distribution 
of the liquid fuels tex to countise and highvey erente 4o second olass townahips 
is quite Syrational. Tho ceantios nay herve the option of turning over to the 
state all responsibility for the neintenense end further conetZuction of county 
roade, While the preference given to ons tyre of wnloipality - sesend claga town~ 
shipe - is not in keeping with tho heavy demands on real property ownare in all 
other minicipalities for the suppers or streste, roads, and highwaya. Furthermore, 
_ the uncertain bisnnisl gerenia to esecrd clese tornehipa are not a form of revenue, 
which ean be depended upon to provide ate al a to the revenue systen of second 
Clese townships. 

It ig proposed, therefore, thet higtray eid to local govermnents de 
revamped and that both the present formula for dietribution ef the local share 
of the liquid fugle tax and highvay grante from the Motor Licenae Fund be slinin~ 
ated. In place of these, one cent = gallon of the present threes cent per gallon 
tex on gasoline should be cedissted to muniedipslities, that is cities, boroughs, 
towns, and townships of the firet and sscond oleeses, according to a legislative 
formula, bseeed equally on population and miles of road, maintained by such mmi- 
oipalities. The use of such funds would be linitod to the construction snd nain~ 
tenence of reads, bridgss, end tumnole. 

fo elisinets the inequities, which now exist in regard to the paynent 

of lend demeges in Sonnestien with etate highveys in oities, it is proposed that 

| the Commomrealth should be granted the authority to lay out end construst state 
highways, bridges, end tunnels, raying ail expenses, including property damages, 
without lecal participation, exaspt by consent, a ia now the case in regerd to 


such stete construction in borouche and tounshipe. 
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fheae proposals would rosult, in terms of 1943-1946 revenue, in a 


biennial less of $31.3 million of Liquid fuels tax funda to the counties and 


$7 million in highway grente to ssoond olees toynahipe. Uuniciralities, however. 
E tr 3 
would receive $27.6 ‘piliion or Ligeia Yusls tax funda, while the Motor Licenss 


Fund would suffer a net loss of only $4.3 million in revenue, available for 
appropriation. This gum, hewsver, would etdil bo sarnerked for highway purposes, 
ea outlined sbove. Tt is cetinsted that the loge of highway grants by second 
olese townships would bo nmeeriy com opens ated by thoir share of the liquid fucla 
tax. Munisipslitice would aleo shere in the propesed not inooma tax on unin~ 
cor porated business, a@ desoribed in the sarlier section of thia chapter, 
- RECOMMENDATIONS 
(1). That eppropriationa frow the Liquid Fuels Tex be usde sveil- 
| able in the anoint of one cent per gallon to cities, Reries 
towne, end tornshizs , Cistrituieble one-half on the besis of 
population and one-half on the miles of roads, sch funigs to 
bo weed for bi plevey, brédge end tunnel construction end main- 
tonencee . these erenta would be in lieu of present appropriations 
from the Liquid Fuels Fund end the Motor License Fund te sountics 
and townships of the cecond cles. | 
(2) That the etéte be granted méihority to ley out ond construct 
state highkraye, bridgses amd tunnels, paying all expenses, in~ 
' eluding property densges, without local participation, except 


by local sonsent. 
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when all proposed chenges in the tax structure and all recommendations 
for reallocation of functions and their costs, as reviewed in Pert I and the 
preceding section: of Part Il of this report, are fitted into one pattern, as con=- 
ceived by the Tax Advisory Cormmittes, it ia evident thet the objectives of the 
Committee, as aeahual would be fulfilled. 

Thsre would bo a net biemial revenue increase, in terms of 1945-1945 
nerinies: of $141.5 million, evalleble for appropriation by state end local goverm-= 
ments. This would provide a net biennial increase in local revenues of $110.7 
million, to be distributed emong school districts, $59.6 million; counties, $35.8 
million, and eben as, $15.3 million, for potential relief of real sstate 
beak aee Desirable reallecations of functions between the Commonwealth end its 
political subdivisions wild be eccomplished, strengthening both state and local 
governments. The basis cl state-local taxation would be broadened by the intro= 
auetion of new brosdly-beisd taxes, dedicated to specific local purposes, and, 
tiaaiie. in addition to th: elimination of meny eristing inequities and dis=- 
criminations in the fess: Generel Fund tax structure, there would be a net increase 
of $35.2 million in this f::3i's revenue, available for eppropriation. 

The state's Mota: License Fund, under the proposed distribution of liquid 
fuels tax monies and the el :vination of highway grents, would show a net decrease | 
of $4.3 million, so that th. set biennial increase to the state would smount to 
$30.9 million. 

The chenges in the ionerel Fund tsax structure would alleviate the present 
vaduly high tax burden on pri'its enterprise and taxes on business end industry 
would be made more comparable ‘th those in other industrial states. All these 
Gestite: in combination, would sreatly increase the possibility of attracting new 
capital into the Commonmeslth o> the development of new enterprises as woll as 


expansion of existing industri be They would also greatly encourage maximim 
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production end anploywent in the post-war years, ajgoguring a high degree of prosp 


They would encourage the reconversion of the distr resaea areas to mora highly divers 
\ 


fied industrial activities, permitting the development of strong ond virile communi- 


lf | | 
ties. Finally, they would ba the surest means of effucting the reversal of currect 


unfavorable economic trends, whics eleerly indicate that Fennsylvanie hes been losing 


its position as a ieading industrial state of the 


Joint State Government Gommission, entitled, The 


aaah aamenerneemmnamnroens bs 
1/ See Repor) lo, 10, of the v 
Prublems of the Commonwealth of Pennsyl- 


Economie Resources and Related Tax 
vania, published Jenuery 20, 1945. 
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CUAPTER 4 » RECOMIENDATIONS WITH RESPUCT TO 
LOCAL TAX. AD iT oT ATION AND ) PRACTICES 


ee SO dee 2s ems Lares = 1 GATE 






The chief problens local tax administration are cnaee concerned 
with the assessment and collection of the real property tax. Other problsaa 
exiat also with jure, pablie reporting of financial 





conditions and wonlnosses ia the control ef the issue of long term bonds. 
With respset to tho basia on which roal property ie assessed, there 
. maah 24 PS nwen a eaheowrys cet Mn aoe Doors ~ 
48 frequent and great differance batwoen the valuation ef comparable pro perty 


emong the various ascsssing dictricte in the county end within these districts 


themselves, This requires the improvement of agsegement administration as well 


as improvement of the legal previelons for ualform veluetion and clerification 


of the definition of assessable property, separation of the functions of assessment 


and equalization, abolition of triennial assessments, provision against over= 


frequent appools os assessed METGRES ORE and improvement of the timing of 
assessments, It is accordingly recemmondeds 


1, That the General County Assecement Law (Act of May 22, 1953 
PeL, 855) be amended by elinine ting the provisions that assess~ 
nents of real estete shall be st the aetbual value thereof, sub< 
atituting therefor a provision that such asseasnents shall be 
uniform within the county, and by the addition of a further 
provision that in all cases of appeal by a taxpayer to the courts 
of the Commomveslth, where the question is raised, the courts bo 
required to ascertain and Getermine the prevailing ratio betweon 
market and assessed values within the county, and whether such 
ratio hag been uniformly epplied, Other assessment laws, rolate- 
ing to citics of the le+, 2nd, and class A, end Srd olasses, 
should be amended in a similar menner. 


2, That pormenently affixed machinery forming part of real estate 
be inoluded in the assessed value of real estate, 


\ 

3, That in counties of the lst to 4th classes locally elected asses~ 
ors be eliminated and that the bodies for assessment and for 
equalization through appeal be separatoeds that the custom of trie 
ennial assessments be abolished end allewance be made for appeals 
not more often than oneo in three years, unless the assessment is 
changed and except under special conditions, 
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Se That logislation be enacted, naling mandatory that all assess 
ment recordge of props en by virtue of the exercise 
of tho power of eminent shall ba mado a pert of the 
record in any prosoed stermine the damoces, sustained 
injured, or destroyed, 
isyivania, wlth the exception of citis 
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collecters, This system is noi ly mors costly but has produced higher te 
2 2 st > - 9 % Pate, a, 2 3 Mf - = Be en oy ae 
delinquencies than prevail generally, Parthernore, nunicipalitice encounter prec 


difficulties in tholr efforts to collest on delinquent taxes becauss of the limited 
title they can pass on to prospective purchasers through a tax gale. There is: need 
also for the establishment of a uniforn system of tax payments ona quarterly besis 


and uniform systen ef penalties end discounts, It 4s accordingly re scomnende ed that; 


6. That the county be made the unit fer the billing and eollestion 
of all local texeg, 


7. Thot compensation of collecting officers should be based on selery, 
not on commigsion. 


8, That the election of all lecal tax colleetors should be ended, 
9, That legislation be enacted to govern the gale of property for 
delinquent taxes so thet title, freed from liens and encum 
brances, may be furnished the purchaser of properties, sold at 
county treasurer's sales, 
10, All discounts, charges, and penalties shoulda be nade uniform 
and tho instalinent mothod of tax payments should be pleced 
on &@ quarterly bagis, 
LOCAL FINANCIAL PRACTICES 
There is aleo need for strengthening of the lew with respect to budgeting 
and reporting in order to aseure that budgets may not be finally adopted until ofter 


@ reasonable tino has beon given for public inspection and for appeal with respect 


to suoh aspects of the budget as may be properly inquired into by the Court of 
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Common Pleas. With respeot to third class cities, moreover, there ia noed for 


otrengthening the provision for reporting of the controllers’ audit in the same way 


as presently provided in the cass of the county controllers’ audit. There is 
need, also, to ctroncgthen the provisions against possible abuse in issuance cf 
long term bonds for funding and refundilag of the debt of local unite of sovorn~ 
ment and for issuance of bonds egainat delinquent taxes. it ie accordingly 
recomended thats 


ll, That ro county, miniolpal, or school district budget may be 

finally adopted until ten ésys after the said budget in its 
final form has beon made available for public i a and 
due notice thereef given. 


12. That any taxpeyer of the tax levying dietrict may, within 
fifteen days after the final adoption of euch budget and 
the fixing of the tax rate, appeal to the Court of Common 
Pleas, and upon such appsal it shall be the duty ef the court 
to inquire into the legality, validity and reasonableness of 
each item, set forth in the budget, which is made tho oe 
matter of objection, 


13, That the report of the con imelied of the finencial affairs 
of Srd olass cities be filed in the office of the prothonotary 
of the county and thet taxpayers be given an opportunity to 
appeal from such audit in the same manner as now provided by 
law for ‘wee from county controllers! reports. 


14, That the purpoces, for which lonzeterm bonds may be issued 
by local units of ae be limited to the financing of 
capital outlaya, past or prespective, not heretofore made part 
of the bend iesue, Thet authority be granted local units of 
government to issue ten-year bonds against seventy-five percent 
of delinquent taxes of the preceding five years, such bonds to 
be repaid out of delinquent tax collections, end that in any 
event such bonds shall bo full faith and credit bonds, within 
the limits prescribed by the Constitution, of the issuing 
political subdivision, 
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of Genoral Fund revenues for tho poct-war yeera. 
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distributive shaves accruing to individuele for participation in productive 


a) 
fs 
Cy 
fe 
(a) 
er 
el 
ee 
G 


activity, due to ths exclusion o} uted profits of corporations and con- 


tributions to social insurances funds and the inclusion of transfer paymenta, such 2a 
the government's share of allowances to soldiers’ dependents. 


Total income p&eymonte to individuels are comprieed of salaries and wages, 
net of peyroll deductions for eocial insurance; other labor incomes such &s pensions, 
compensation for injuries, direct and tork relief, and social inaurance benefits; 
entrepreneurial income, representing the net earnings, before comers’ withdrerale, 


of unincorporated businesses, including farmers, and, dividends, interest, end not 


rents an& royeltics, recoived by individuals. The income paymenta are distributed 


co 


among the stetes on a "“where-received” basia with the exception of non~-distributable 
payments, as noted shoves 

It ia apparent from the previous table that in a iemed pre~war year (1940) 
the differences in the totals of national income, income payments, and income pay- 
oe by etetes, are relativsly unimportant. The prosecution of the current war, 
however, has intensified the divergence among the seriss, due chiefly to increased 
corporate savings, which are ‘dnelude only in the national income series, and to 
inereasss ia noncdistriwut e income payments, consisting lergely of payments to 
those in service abroad, which are included cnly in total income payments to individuels 
“It appears reasonable, however, %o assume that efter thse end of the war these difference 
will be minimized and the various series Will again show fairly comparable totals, so 
-that the total of incomes paymes nts = ty atates will reflect @ nebional income of about 
the seme eee 

Incomes peyments by states, therefore, provide 4 aeries, related to national 
incom, in which Pennsylvania's shares hea been more or lesa accurately determined and 
related to the aggregate of incomes peyments, by states. 
1/ This aesauuption would not hold im periods of exceptionally large payments of 


direct and work relicsf, vhon total income payments - to individuals - would 
probably exceed nationel income - by distributive shares, 
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1938 66.127 8 Bed 
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1942 : Lit 8.725 7260 ~ 
1848 iss $022 7.13 
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“A. Total Income one States 75.9 22.3 103.5 114.8 
| (in billions of dollars) 
Be. Pennaylvmia Income Payments 
.- {in billiens of dollers) 6.2 74 8.1 8.7 
fverage 
Actuak Actual 1941 and Actual 
C. Year or Yearly Averege 1840 _194) 1942 1942 


D. Source of Recaiptes 
! (an millions of dollars) 








1. Corporates Nst Income Tax 29.6 29.9 45.3 50.7 
2. Capitel Stock Tax 29,1 34.6 35.4(b) 35.1 
- 3. Sheros Tax BoD 58 Be? 506 
4. Loans Tax 4G 5.0 4.7 4.4 
5. Beverege Tex i $.6 8.6 8.6 
~ 6. Liguor Tax 8.6 10.5 Lead 13.7 
7. Liquor Store Profits 18.0 18,0 £0.5 22.9 
8. Cigarette Tax 12.4 23.7 Ley Lon 
; 9. Liquid Fusis Tax 16.5 16.6 14.0 11.4 
' 10. Gross BRecslipts Tox Bea 3.8 509 309 
11. Gross Premtums Tex Bol 8.4 8.0(b) 7.6 
12. Inheritance Tax 1563 13.5 13.3 13.5 
13. Documentary and Steck — 
Treaster Tex. Pio! of a6 aS 
14, Bonus © oo = * 06 06 
15. Penalties =o 9 of ov 
16. Licengas and Fsea' 405 3.8 4.5 5.2 
‘17. Fines o& 4 ot 23 
-18.. Institutional Reimbursenent 368 $45 6.0 5.4 
19, Miscellangous ee Bek 1S 1.1 
TOTALS 187.2 191.1 _:197.7 _205.8 
—21/ Computed only for git and Aarne: tox rates, 
) effect after tke end of the 1940-1945 bisnnium, 
: {a) Increase meinly ne to change in tex base, 
Ss federal corporets net income end execsss profits taxes eliminated)... 
(b) Exceptionally irreguler collection totals. 


‘TL ONAL | TROON PQ PATENTS © = STATES 


Win THAN LIQUOR SvoRs aS PROFITS ) 


126.4 133.1 


9,3 9.9 
Average 
1942 and Actual 
1943 _ 1943 
53.5 66.3¢a) 
35.21b) 34.4(b) 
3.6 3.6 
4.5 4.5 
2.6 10.5 
ee 16.2. 
18.2(e) 13.5(c) 
14.1 14.6 
111 47,0 
4.0 Al 
7.9(b) 8.1{d) 
15.0 16.6 
7 <3 
6 eA 
8 lel 
5.1 5.0 
03 oS 
5.6 5.9 
163. .. 3.4 
208.1 212.8 
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(¢) Variation due to Liquor Stores pofiss, not turned over promptly to Gensral Fund in 


year of eccumileations. 
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Table B presents the projection of General Fund Revenues into the post= 
wer years ub selected levels of national income (puytents by states). This 
prediction is bused on duets from actual collections, reported in Table A and on 

rates o2 oii: aaa heve boen uajusted in accoruence with observation y) 
4 
actual tux yields Tron 1926 to 1941 and taux collections Irow 1936 to 1944. 
The astimated rates of inerecse for soue of the lesser tuxes are bused on 
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wenite Pas eyes CSE ie Ve oct ta hates ea Ae See B shang dats 
the range From s9 $150 billion of mutional incowe. Supporting cave 





ee : Se Nig eat eee cht tisa) anus ieee 7 >. 
on tax yields ené collections and their ratios (buses 1937 = 100) are to be 
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sllew this textual discussion. 
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no inersese in revenie ie anticipated, despite chunges in the national incone level. 


enc trust compenies, corporate and municipal loans, 





.Phese tuxes om Sheres of 


and inheritence trinefers and esbatss huve shown such wide variations in collections, 
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Leeha the recent experience of the Commonwealth. 


rationing or restriction of 










is assumed, 
consumption it 
al collect slinyuent), received by the 
onweelih i the other hand, ere revenues, 
uced from taxed x len r, or the fiscul yeer, of the 
ect taxed, #ithouc ar to the year | which puyment is made. It will 
oted froz 4 oY “6 2L to 25 thut the difference between tux yields 
tax colle 2u8¢5 is sli,ht, cue te collections from delin- 
& bux 
sare pLtal stock buxes have not been mouified to tzke into account 
the res? ins monufseburers! exemption. (It is estimated that this will 
pep teeey revenues by ae a million at the $75 billion and $100 


billion level : e: rout $9 million ab the levels of $125 billion and $150 
billion. : 
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Liquor store profits, as estimated in Table B, show the greatest 
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each of the major taxss is 





history of the severi.) taxes. Fuvther discussion of the projections for the major 
taxes, in terms of Pennsylvania's incowe, are con! tained in the following pages. for 
euch of these taxes, « trend curve of increase wus plotted from actuit annual 
collections, modified by the actual. yield experience, when available. Yor those 
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texes, which have been effected by rationing, the trend curve of collections was 
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projected on the basis of pre-Trationing exporsence. 
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Ths clgserette tex shows e strengly defined reaction to varlcus levels 


” 
abe 


of stute income end hus the added adve reflecting consumption of an item, 
which was neither rabloned nor ecurce ia the period under considerztion. The 
experince of this tux shows thet consumption tends to increase at u regressive 


rate after a certuln cefinite level of state incowe is reached. In Pennsylvenia's 


experience, this point appeers around a level of state incowe of §8 eee or 


2/ See foctncte 2 on page 10 of this section. 
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WALT PRVERAGE AND LIGUOR SALES TAXES 
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Tre corrblation of uelt beverage tux revenues to stete incouie show 
striking similarity to clgerctte tax revenues, elthough the rate of increcs 
throughout the entire yeriod is more regular for. mult beverege tux revenues and 
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thers appeurs to be no point, within the selected range, et which a regressive ra 
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of increuse comes into pluy. fetuel collections from the malt beverege tax can 
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resumption of malt beversagsé are concurrent with relutive increases in the con- 


suaptisc sogholic beverages, so thut th evenue effects of a constriction 





of the utea for in part by increase 


yields frou the state's Liquor sules tax. As a consequence, these two btexes 
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cannot be projected without consideration of the relution of the one to the cther. 


The experience with the steto's liquor sales tux in the period, 1936= 


1942, befors the inwreduclion of atabe rationing, affords a very narrow buse for 


projection. This fuctor, together wilh the indeterminate revenue effect of con- 
striction of civilien melt beverage eupplies, therefore, ney cuuse the estimates 


of licuor seles tax reveriues in naxuel post-war years and at the higher levels 
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of income to be somerheat lower than will prove to be the case 








dicted, at this tims, with any degres ef certainty frow tne Commonwenlth's gest 
experience. The reasons for this are the changes in the tax rabe and tax base, 
effected by the General Asseumbly in 1943, the leck of deba on ec tit tax yields 
for correlation with the unprecedented levels of stute incowe since 1941, snd 


consequently, the impossibility of determining the effects of federal wer-tine 


uch federsl corporete 
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taxution on the stubets earlier tax bass, which had s)lowed 
taxes to be deducted from net income, taxable by the state. Furtuermore, the 
limited and incomglete experience of one year under the suended corporate net in- 


oe 


come tax precludes the possibility of estublishing the actual relation between 
the new tax base and its yields and the old tax base and yields in the taxable 
yeers, 1936 to 1942; inclusive. 
; In the following table three estinates of corporate net invoue tex yields, 
under the areaech law, have been made on the following assumptions: 
(1) tuat the collections under the 4 percent taux will be upproxinately tne same 
as they would huve been uncer the 7 percent tax (this was assumed to be the 
case at the time of anenduent of the corporate net income tex law); 
(2) that the difference between actuxl 1943 collections and an esStimete of such 


collections, plotted fron a trend curve of the oe years, 1936 to 1942, 


inclusive, smounting to $4.5 million, at « cee ayes incone level of $138.1 
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Se 


billion, was dug to the chenges he corporate net income tax base and rete 
and conseuuenthy, other ae sulting under assumption (1) can be adjusted 
proportionately. 

) : (3) that New York State's experience (except.for yeurs of exceptionelly low cor~ 

porate profits before taxes, 1936 end d 1938) is upplicaple to Pennsylvania, 

when the difference in the ratio of corporate net incowe tax collections to 

corporate net profits is taken inte consideration. Tnis assumption is made 

on the basis that the New York tax his never permitted deduction of federal 


corporate — fron taxable net income end, furthermore, that the eliminztion of 
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upport a miniwum rovenue level under the Yow York tox lar. 
Baged on thess eseumptions, the estinated revenues from a 4 percent tex 
under Pennsylvenia’s progent corporates not incom tex, at the selected levole of 


national incor { payne nis ~ by stetos) would bo es follows: 


Level ef Ketional Incom Payments = — Eetinated Revenues under 
ee BY SAGE crm —- A.) sve ) (2) above (3) above 
(in billions of dollers) (4a millions of dollarc) 
75 ; 27.0 29,4 . 26.0 
100 | 42.5 4547 43.9 


126 . 61.9 65.5 61.0 
250 6E.9 75.8 76.0 


With full coonsiferstion of the factere entering these three serica, 


reagonsble estimates of eoxporcte aet income tex collections at the four levels of 
eethonal Aneoms would eppeer to be $27 eiilion, $4.6 willion, $35,0 million end 
$74.5 million, respectively. These rough estimates, or othore of eo gimiler chares= 
ter, appear to be the best erallable until further dete, experience, end analyeos 
of the tax bese of the etato'e corporate not incom? tax heve been securmiated cver 


the course of soveral ysars. 


GROSS RECEIPTS TAK (AE NORMAL RETR) 
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he grose roooipte tax colleotions, which ere very compareble to actual 
ov Thich sueh eo comparison cen be msde, show a 
gurpricingly uniform distritution elong e trend eur vo, relating saldesttes me to etate 
ineoms, excepting only 1935, when both tho reported yield end collections wers much 
pene? than the expovtence in the loter yoors. The trend eurve shows ea sharp in- 
erases vetween 192 end 1941, whon the range of etete dnoome was from $5 billion to 


$7.4 billion. Thereafter, the rate of increas decelerates over a range of state 


income fron $7.4 billion (1941) to an estineted level of £10.53 billion in 1944. 


i/ See Pootnste 2, page 11 of this cectione 
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are indicate’ as $3.2 million at the $75 billion level, o3.6 Million eb the pi0¥ 


biltion level, $4.1 million et a level of $125 biilion, and $4.3 million at a level. 


of $150 billion of nation ial income, 


Tha coneistency of the reletion of tsx collections to state incoma for 


the gross recsipte tax in tre years 1937 to 1942, inclusive, is surprising in light 





Rag I eee, 


of collections for these years, the groas premiuns tax, #0 eatablished, 


of the AE ee eee with this tax prior to this period. The available 
éata indicate that a al aid large decreass in revenue from the present levels of 


thia tex is likely to cccur, only if atate income should fell belew $7.5 billiox. 


annually and national income below $106 billion. 


GROSS PREMIUMS Tax 


The spend curve of the collections from this tex, correlated to state 
Pe ke trom 1958 to 1944 (estimated), shows almost a auaeers line inereass between 
state income payments of $5.2 billion and an eatimated state 4ncome of $10.8 billion. 
The Sccatesy Gasiatton from a trend curve occurs in the years 1940 and 1941. This 


apperent inconsistency 1s explained by a comparison of tex yields and tax collections 


. for these two yoars. Collections in 1940 amounted to only $6.1 million, follaved 


by $8.4 million in 1941, or an aggregate of 14.5 million. Actual ylelds for the 


two yeers amounted to the same total, but were distributed much more evenly between 


1940 and 2941 in the emounts cf $7.0 million ad $7.5 million, 1 respectively. Tax 


4 


yields and eollections for other ccupersbis ye: ried by only one-tenth of $1 


million, . 
If the trend curve is sdjusted by using 1940 and 1942 tax yields instead 


Snovig . 


nearly the same degree of consistency s& the gross r eeipts tax. Estimated 


collections from the gcoee premiums tax, at the selected income payment leveis of 
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875 Dillion, $100 billion, #1 
"nt Lion; $8.0 millicn, end $8.4 million, respectively. 

Both the gross receipts and grogs premiums tax revenued show a decidedly 
lesesr degree of correlation with income at ctate incomic levels between $5 billion 
and $6 billion than is evident after national income (payments ee has in- 


pareeed beyond $75 billion and Pennsyivenia income peyasnte beyond $¢ billion. 
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Revenues from this tax show the widost divergence from a plotted trend 
‘curve of any of the state's ma joe taxes, which have bases directly or indirectly 
related # econente factors, This 1s dus, in part, to the wide differences he= 


tween tex ylolds and tax collections which, since 19%8, have been as folicra: 


Year, Yield Colleat ions 

3 ? (ip millions) (ip nitiions) 
1955 oes 26 $42.0 
L937 TO £9 .5 
1Le3e £602 27.9 
1939 28.0 27.8 
1.940 29 ol a9.1 
1941 29 26 24.6 
19420 af 26.1 
1943 ‘af BA.4 | 
1944 af 22.8 b/ 


37 Not aval iat lable 
b/ Estimated 
A trend curve, plobied on either cepital stock tax sollections or yields, 
faiis to show any reasonable relation to 19435 ane 1944 (estimated) revenuea. In- 
asmuch as the courses of sevieations 4s so irregular, it is doubtful whether any 
eatimate drew from this linit sed data hes any greater value than as 4 cheek upon 


uae an esbiniate, made from observetion of the behavior of this tax over a course of 


swonty years. Such an est imate places collections from this tax at the selected 


levels of income payments by states of $75 billion, $100 billion, $125 billion, and 


453 million, and $35 million, resvectively. 


$150 billion at $29 million, $3) million, 
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of these taxes useless, All three ‘ xos, therefore, have been sstimated at a 
conservative minimum yield, regardlesa of increases over the selested minimun 
level of $75 tillion of path ouel income . 

The tax on documents and stock transfers and the corporate bonus are 


relatively smail in magnitude end have, therefore, been estimated on a straint 


line projection, based on the Commonwealth's past experienca with these taxes. 


OTHER REVENUE SOURCES 


‘Other major revenue sources of the General Fund are inatitutional re- 


4mburgements, licensee end fees, penalties and int erest on delinquent taxes, fines 


end penalties, md miecellansour revenues. 


Institutional reimbursemeats im the past have shown little correlation 
with state income payments and appear likely to remain fairly constmt at approx= 


imately {6 million, umier the present welfere system of the Commonwealth. It is 


“lixely that, if nationel income were-to drop below the 375 billion level, there 


would be a slight decrease in dnustitutional reimbursements, but experience to 


date shows no significant increase in these revenues a8 the income ie rises - 
1 


Revenues from licenses end fees, paid into the General Fund, have sown 
@ slight correlation with Increases in state end national income alia On 


the basis of evailebis data and observation of these revenues over a number or 


yeers, it is estimated that an Anerease 4n nationel incomes from $75 billion to 


$150 billion would result in an increase from #4.2 million to 95.3 million. 


sal 4ndicates that the rate of increase is greatest between the income 


payment levels of $100 billion and $125 billion, 


These do not includes motor registrations and operators’ licenses, which are 
deposited in the Motor License Fund. 
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4n totel or by item. For this esacon, the estimates, herein presented, heve been 

made with the minimum departure possible from reeorded deta and accepted metheds 
F Sf 

of projsoticn. 


ESTIMATES oy GENER! AL THD BI BV. BR Tt bascae LSihe. 192 we 
SAS Ewerra ness HRT PTET Ts 


NE EA OTT AAT US TN eee 





Those ogtimetes heye been unde on the ecaumption thet the wer with 
Germany Will end. ia te be first half of 1945 ond the war with Japan about ons yeer 
later. Thos tve ak yaors, 1946 ond 1946, whieh will dominate the Generel Pund's 
yovenues in 19465-1947, therefor, would senprigs one yosr, 4n whieh ebout one-half 


ef war production would bo giving way te consumer production and ono year, in which 


a 


roconvorsion is likely to be in ite moet difficult phase. It ie entir oly poesible 
under guch conditions that national income (payments by etates) way drop from an 
eetinnted level of $142.6 billion in 1944 ¢o between $118 Dilldon and $120 billion 
in 184R and dseline furthor to hotwesn £100 billion and $105 billion in 1946. 

Thees estimates in the doolins of oe ineous in 1945 and 1948, under the assumed 
conditions, ere conservative end somewhat ebowe the actuel income leysis of 1941 

and 1942, when the netion's Ssconosy paseed through a wareproparednssa peried to the 
full war-offort of 1945 and 1944. 

Asguming that tho hoeilililes with d: apen will be ended by June, 1946, the 
ue sonclifens, eff soting 2 enevel Pund Revenue, whieh ere likely to continua through 
the wo years are the San tpanecen ef the vesteration ef the manufseturers exexption 
and the restrictien on automobile une. It eppeers doubtful, wider the conditions 
assumed for this estimate, thet. even 4 gaseline retioning ended late in 1948, the 
rate of replesenent of worn-out end discardsd autoasbiles for private purpeses would 
permit the return of gasoline tax reveruss to normal Isvele until 1947, Cigerette 
end malt beverage chortagse and liquor rationing, however, will probably be overcome 
in chieaaes if the European phese of hestilitios 49 onded by then. 

faking the mid-pointa of the estimated neti oneal ineore for 1945 and 1946, 


or $117.5 billion and 2102.5 billion, respectively, om an average levol ef Pennsyl- 
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would approximate (407.4 million, from the following major sources: 


eee 
Eatimateda Genoral Fund 
__Bienniel oe if 
{in miiiions of “or doilers} 


Corporate Net Income Tax | ; 107.4 

Capital Steek Tax 64.0 

Malt Beverages and Liquor Salcs Tax elle. 4 

Liquor Profite . . 44.0 ° 

Cupacette Tax | . — 88.0 

‘Liquid Fusis Tex | . 24.0 

| Grees Reaei pte Tax | 8.0 
Grosa Premiums Tax oe e 15.4 

Inheritance Tax 28.0 

Other Taxes | ise 

“Other Miscelleneous Revenues | - 86.4 
407 0% 

same 


i/ Excluding federal grants and all transfers to the General Fund, except 
Liquor Store profits. 
The estimated Goneral Fund revenues, jaxatuatas federal grants and 
trensfers to the General Fund, other than Liquor Store profits) of $407.4 million 


are about five percent less then the estimete of sbout $425 million for 1943-1945 


but are subatentielly jerger shen average biennial revenues of $389.1 million from 
1835 to 1943. Eatinates at other veyeda of incoms can be derived fron a projection 


of General Fund revenues, eppetring om paga 9. 
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Year 


1936 
1957 
1938 
1939 
1940 
194] 
1942 


1943 


1944 


1956 


(1937 
' 1958 


1959 
1940 
1941 
1942 
1943 


1946 
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RAL & TAKES 
Capital Stock and 
ts Hot Income __Eranchise Taxes __ 
Collate Collec- 
tions _(b) Yiold(a) tions (d) 
of daliars) (in millions of dollar 


63,0 8,8 24.1 {¢) £9.8 (e) ‘36.6 42,0 (4) 
72,9 6.8 27.9 aoe k 30.8 29,5 
: 66.1 3,4 15.5 16.3 26.2 27.9 
Jeo 5.8 23-0 25,6 28,0 27.8 
75.8 6.8 28.8 29,6 (e) 29.1 29.1 
9642 7 41.6 39.9 {e) - 29.6 34.5 
114.7 8.7 ~ 50,7 (8) © 56.1 
158.1 9.9 ~ 66.3 (2) ~ 34,4 
142.5 (g) 10.3 (g) = 62.9 {s) ee 32,5 (g) 
Patios. 
$4 G4 BS ow 121 “ 
icd 1090 166 160 100 1co 
92 Ss? mo 58 65. 94 
$8 9% 33 83 98 94 
10 39 1635 105 56 SE 
LES 119 149 1&1 98 117 
159 140 = 180 =~ 188 
191 189 = 200 = 415 
_ 19? 166 = 2298 ~ 110 


' 


Yield yeer s 
ending in thet scslender year. 


Goliection year = fiseal year of tho Commonvealth, in which most of the tazes 


ere collected. : 
Exampls: taxes for calendar year 1956, 


ealen@ar yaar, in thich tex is based or figcal year of corpormtions 


eollected on March 15 ani April 15, 1967, 


are in the 1936-1997 Piseal year 
At 10 percent rate in 1936; 7 percent rate, but same tax bage, from 1957 to 
t # t 


1942, Inclusive, 


Part of two years’ collections - acl ?-assesament sterted in fiseal year 1956-1937. 


Federal excess profite toxes, as well as federal corporate not incoms tax, 


éeducted from corporate 


ast income for state tax purposes in these years. 


Method of assessment changed - faderal taxes eliminated as asduction. 


Estimiied . 
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““Fotal renngyi- 

Year By States vanis Yield 

(In biltsens of Geltere) (ln eTit 

1836 68.9 628 4.8 

19837 yf a 6.2 Bee 
19388 68.3 Dot $68 
: 1939 TOF 5.8 Sad 
—  . 2940 78.8 G62 4.9 
1941 G2 o Z : 7 a& & & be 
Q 1942 114.7 8.7 “= 
; 18438 . 1e.i 8.9. o 

1944 (e) 142.8 1008 = 
7 { 


(a) Estimated 
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National Income Poymen ts elt Liquor 





. Potal Penn syl-= leverage WLGUOL Store 
| . By States Wenig. <-> Bk Profits 
} Year (b) (In billions of dollars) (In millicus of dollars 
Pie 1936 68.0 565 7 od, (sz 3.0 

ao 97 Y203 By Tod 7.68. * 15.0 
1938 66.1 Sel 6.8 Tes 17.0 
iee39 70.7 508 Ten 70 16,0 
1949 715.8 Gan $0 3 $.6 18.0 
| 1941 ; 92.2 jak 8.6 10.5 18.0 
1942 - ° 114.7 Go? 8.6 at 23.0 
1943 138.1 9.9 10.5 Wek | 13.5 

: ue , en Zen 


‘1944 (a) 142.5 10.3 





(a) Estinated 


be {b) Calenasr year containing the grestest: proportion of the Commonwezlth’s 
fiseul year. - Cowncnwealth's Tiscal year 1936-1937 is used for calenazr year 
1936 , since it has eight wonthe of 1936 taxes and four uonths of 1937 taxea. 
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Watienal Imsore Pes 

otal “ Ch vavetie id 
Year by. States Tez Fusle Tax 
‘Cin bitlions « "Cin willions of doll 
185é 83.0 - 5.6 L008 12.3 14.6 
1937 : 720k @,8 11.2 12,8 16 32 
1936 . GGek Bot Lied iS .9 14. 
1985 70s? ; 5.8 14.9 14 of Lé. 
1846 Get G22 12.4 16,5 15." 
1843 "  $2,2 of lSe7 . 316.6 19.3 
1942 324.7 B27 13.7 12.4 22.53 
1943 132.1 #28 12.8 11.90 20.8 
1944 (e} 342.5 10.8 15.0 1125 260 


. 1986 ot 94 o6 o4 D8 
1987 100 - 199 100 100 100 
1988 $i . 87 29 101 §2 
1239 28 ot ics. 402 o2 

- 1940 | 104 ¢2 120 119 108 
1942 128 119 er 129 12 
1942 186 140 we &2 146 
1848 1e1 159 180 79 154 
1944 (a) 197 168 . 185 83 1¢4 


(a) Estinsted 
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